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BUILDING SOCIETIES— SOME ECONOMIC ASPECTS 

I 

Introductory 

Tub building society movement in Great Britain awoke, like 
Byron, to find itself famous. A sudden leap to fame, whether of 
a poet or an institution, may have certain disadvantages. The 
celebrity may be unprepared for new responsibilities, contemporary 
opinion may be doubtful about ultimate values, and so on. The 
building society movement, perhaps, shares these disadvantages 
to some extent, though less fully than might be supposed at first 
sight. 

The facts tliat building societies control funds exceeding £400 
million and that during each of the past few years they have been 
entrusted with upwards of 10 per cent, of the nation’s new annual 
savings, arc proof of sufficient economic significance to merit the 
notice which they have recently received^ This paper is chiefly 
directed to a discussion of the more noteworthy economic aspects 
of the movement ; adequate note will be taken of the mechanics 
of building societies to enable these aspects to be appreciated. 
A general review will, within the limits of the space available, be 
attempted, but special emphasis will be placed on points of social 
significance on which existing literature throws little or no light. 

II 

The Evolution of the Building Society MovemeiU, 

Building societies may have experienced a sudden fame, but it 
was not the least fortunate circumstance in connection with the 
movement that the head on which it descended was well enough 
seasoned not to be turned. For building societies in England 
claim an extended history ; for instance, their history is longer 
than that of joint-stock banking in England, excluding the Bank 
oi Englaiid. One oi tbe movement’s greatest misfortunes is that 
it did not kindle the interest of the Webbs, as, with a slight tilting 
of thq balance, one feels, it might easily have done. Thus building 
societies lack an adequate historical survey, though much is 
No. 169 —VOL. XLIII. B 
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known in broad outline. The first building society is generally 
regarded as having been established in Birmingham in 1781 — 
over 150 years ago. The closing years of the eighteenth century 
and the early part of its successor witnessed remarkable activity 
in the founding of working-class *thrift and kindred movements. 
“ The industrial revolution,” says Mrs. Sidney Webb, “ opened 
out channels of communication to the democratic organisation of 
labour. The massing of men under the factory system * . . lent 
the opportunity and supplied the stimulus to the formation and 
development of political, trade union and co-operative associa- 
tion.” Many building societies were founded by working men 
with the humblest objectives and often in conjunction with a 
church or chapel. Little is known about the first recorded 
building society except that it was founded and that it was not 
strictly comparable with the modern society. Thereafter, 
apparently, more or less steady progress was made. The Legis- 
lature first took notice of building societies in 1834, when they 
were certified under the Friendly Societies Act of that year. Two 
years later, in 1830, they were deemed of sufficicjit importance to 
iustify a special Act relating exclusively to building societies. 
The earlier societies were terminating societies — that is, “ a society 
which by its rules is to terminate at a fixed date, or when a result 
specified in its rules is attained.” The first permanent society — 
the predominant type now existing — was evolved about 1846; 
a permanent society “ has not by its rules any such fixed date or 
specified result at w'hich it shall terminate.” By 1871 the move- 
ment had attained such dimensions that a Royal Commission was 
appointed to inquire into and report upon the w orking of societies. 
The Commission’s report resulted in the passing of the Building 
Societies Act, 1874, which, with the later Act of 1894, form the 
main statutory basis of present-day practice. The development 
of the movement w^as accompanied by occasional excesses which 
recall the South Sea boom ; there were periodical disasters which, 
if the experience of banking, insurance and the joint-stock 
company world generally affords any indication, seem almost 
inevitable. The one redeeming feature is that the lessons of the 
past have been learned and that the movement to-day enjoys the 
stability which comes with maturity. 

Ill 

The Mechanics of the Movement 
“ A building society is a combination of investors and borrowers 
operating under a measure of Government control to promote 
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the ideals of thrift and home-ownership.” Before discussing the 
achievements and problems arising from the pursuit of these 
ideals, it may be helpful to outline the mechanics of the building 
society movement. An impressionistic picture of its financial 
structure is conveyed by the following summary : — 


The Building Society Movement, Great Britain j 1931 


LiabilitioB. 

Assets. 


(£ 

Per- 


(£ 

Per- 


Millions.) 

centage. 


Millions.) 

centage. 

To Sharoholders 

341-8 

81-5 

Balance due on 



To Depositors and 



Mortgages . 

3G0-2 

86-9 

Other Creditors 

67-3 

13-7 

Other Assets . 

59-0 

14-1 

Undivided Profit 






and Reserve . 

20-1 

4-8 





419-2 

100-0 


419-2 

100-0 


Tile number of persons embraced by the movement in 1931 
was as follows : — 


Share invoatorB 1,577,905 

Dopoaiiora . 465.160 

Borrowers . 802,634 

Total 2,846,689 

The proportions which the foregoing summary of the move- 
ment’s financial structure indicate vary somewhat widely between 
society and society. Moreover, under the rapidly changing 
economic conditions of modem times there is a tendency for the 
proportions in the movement as a whole to vary within certain 
limits over short periods of time. For instance, the present 
position is probably rather different from that disclosed in 1931, 
as a result of recent developments in the monetary situation. The 
following notes summarise the investment aspects of the principal 
factors in building society finance; and notes on Government 
control and the organisation of the movement arc also added. 

Deposits 

Deposits, though financially the least important of the two 
main heads under which building societies derive funds, are the 
more favoured by statute. In the circumstances it is somewhat 
remarkable that the proportion is not higher. In the earlier years 
of the present century the proportion was as high as 36 per cent., 
but in the meantime there has been a steady decline to the latest 

B 2 
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figure of 13*7 per cent. The depositor is accorded special protec- 
tion by the Building Societies Act, 1874. Thus a society may not 
receive deposits in excess of two-thirds of its mortgage asset for 
the time being; and a number of societies limit by rule still 
further the amount which they will receive. The depositor is 
entitled to priority as regards withdrawal on a winding up, but 
not otherwise. There is thus ordinarily a substantial margin of 
security behind deposits. Indeed, there have been suggestions 
that building society deposits should be allowed to rank as Trustee 
investments, but in some sections of the movement it is recognised 
that there would be considerable diflficuties in giving effect to this 
suggestion. A society is forbidden by Statute to accept deposits 
except on the terms that not less than one month’s notice is 
required before repayment or withdrawal can be made. A 
depositor, qua depositor, is not ipso facto a member of a society, 
but he may automatically become a member if the rules so provide. 
The rates of interest paid on deposits have recently been revised 
in order to bring them into harmony with the conditions created 
by the Government’s Conversion Scheme in connection with 5 per 
cent. War Loan. Many societies are currently paying 3 J per cent, 
per annum net and free of liability to income tax on deposit 
accounts, this being equivalent to 45 J per cent, less tax to those 
liable to the full rate of tax. 

Share Capital 

Share capital is by far the more important element in building 
society finance. The share investor is not, like the depositor, 
accorded any special statutory protection, but occupies virtually 
the same position in relation to his society as an ordinary share- 
holder in a joint-stock company, though the liability of a 
building society shareholder is limited to the amount actually 
paid or in arrear on any share. Shares usually fall into two broad 
groups — i.e, fully-paid shares and partly-paid or subscribing 
shares. The nominal value of a fully-paid share is invested in 
full at the outset. Partly-paid shares are subscribed for by 
instalments. In a few societies the amount of the periodical 
subscription to a partly-paid share account is fixed. The majority 
of societies, however, now allow any sum from Is, or slightly more 
to be subscribed at any time. ^The procedure in acquiring and 
realising building society shares has been simplified to the utmost 
with a view to meeting the needs of those who are unversed in the 
technicalities of the wider world of investment. Shares can be 
obtained at any time (provided no temporary restrictions are in 
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force) by direct application either in person or in writing to a 
society’s office. They can be withdrawn, together with any 
accrued interest, in the same way and with almost equal facility. 
One month’s notice of withdrawal is usually required, but small 
sums and emergency withdrawals can often be obtained at shorter 
notice. There is no statutory limit to the amount which an 
individual may invest in a building society. The rules of some 
societies, however, impose limits, but even where they do not, the 
arrangement under which most societies are assessed for income 
tax has operated in many cases to limit the individual holding to 
not more than £5,000. 

The yield on building society shares is not uniform, but most 
of the larger societies currently offer a maximum rate of 4 per cent, 
net and free of liability to income tax, which is equivalent to 5J 
per cent, less tax to those liable to the full rate of tax. The yield 
on building society investments is net and the recipient does not 
incur any liability for income tax. This is due to a special arrange- 
ment which the societies have with the Inland Revenue Authori- 
ties under which they consent to direct assessment. The rate of 
tax which the societies are required to pay under the existing 
agreement is equal to two-fifths of the standard rate ; this applies 
to accounts not exceeding £5,000. The full standard rate of tax 
is paid on the yield upon accounts in excess of £5,000, husband 
and wife being treated as one person for this purpose; on 
accounts held on behalf of associations of persons ; and on 
allocations to reserves and undistributed profits. A building 
society investor is precluded from obtaining any refund of tax 
if he is not liable to the full standard rate, as he may if tax 
at the full rate has been deducted at source. The circumstances 
accounting for this special income-tax concession are discussed 
later. Interest from building society investments, however, is 
included in total income for the purpose of charging Sur-tax. 

Undivided Profit^ etc. 

The proportion of undivided profit and reserve to total liabili- 
ties has shown a very slight declining tendency since the war and 
pre-war years. Taken as a whole, however, the financial position 
of the building society movement is much stronger than when the 
undivided profit and reserve formed a slightly higher proportion 
of total liabilities. Thus, the proportion of the balance due on 
mortgages where repayments were upwards of twelve months in 
arrear or in possession at the end of 1930 for all societies 
amounted to only 0-2 per cent., whereas before the war this 
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proportion was generally about 5 per cent. Moreover, the 
reserve fund of a building society is not strictly comparable with 
that of an ordinary trading company, since the building society 
has, by long experience in a single field of activity, reduced the 
risk factor to substantially smaller proportions than is possible for 
the average trading company. 

Advances 

The purpose for which building societies are formed is, accord- 
ing to the Building Societies Act of 1874, “ for making advances 
to members out of the funds of the society upon security of free- 
hold, copyhold or leasehold estate, by way of mortgage.*^ A 
member of a building society may obtain an advance for the 
purpose of erecting, purchasing or improving property, cither for 
occupation or investment, as well as for paying off existing 
mortgages. A society advances only on the security of first 
mortgage and may only accept a second mortgage as additional 
security to its own fij*st mortgage. A society will usually advance 
up to 75 per cent, or 80 per cent, of its surveyor’s valuation or the 
purchase price, whichever is the lower figure. It is a primary duty 
of a society to ensure an adequate margin of security on each 
advance, as in the event of a sale through the default of the 
borrower a society should be in a position fully to reimburse itself. 
It will be seen that the borrower is ordinarily required to find a 
minimum stake of at least one-fifth of the value of the property. 
Each property is approved for mortgage purposes by cx 2 )ericnccd 
valuers appointed by the society, while the mortgage debt is 
gradually reduced by every repayment made by the borrower. 
In special cases where the valuer notes a high risk factor much less 
than a normal advance may be made, or the proffered security 
may be completely rejected. In some societies an advance 
beyond the normal 75 per cent, or 80 per cent, may be obtained 
by the provision of collateral security. This sometimes takes the 
form of a guarantee or indemnity policy issued by an insurance 
office ; a guarantee by a Local Authority under Section 92 of the 
Housing Act of 1925; the deposit of gilt-edged or Trustee securi- 
ties; the deposit of the deeds of other freehold or leasehold 
property ; a lien given on a deposit account by way of guarantee. 
In the case of a large estate, special arrangements are generally 
made with the estate developer whereby ho deposits cash so that 
advances in excess of the normal may be made ; the society retains 
a lien on such deposits until a proportion of the mortgage debt has 
been repaid. The repayment of the advance can usually be 
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arranged over any period from five to sixteen years and in some 
cases up to and slightly over twenty years. The repayments are 
generally made monthly and include principal and interest. If a 
member so desires it is possible to redeem a mortgage at short 
notice at any time before the date of redemption originally arranged. 
A borrower may also sell the property in the ordinary way and 
redeem the mortgage from the proceeds of the sale, or alternatively 
arrange for the mortgage to be transferred to the purchaser. 
Many societies operate a scheme in conjunction with an insurance 
company under which the life of the borrower is insured through- 
out the period agreed for the repayment of the mortgage. Borrow- 
ing members are not usually permitted to deduct income tax from 
their repayments, but they are entitled to relief from their Schedule 
A assessment in respect of mortgage interest paid to the society in 
its financial year. The rate of interest charged for new advances 
varies slightly in different parts of the country ; the rate of 5^ per 
cent, is widely in force in the Metropolitan area and the Home 
Counties ; a rather lower rate is sometimes current in other parts 
of England. 

Other Assets 

Other assets mainly consist of Trustee securities and cash. 
Under the Building Societies Act societies arc required to invest 
surplus funds in Trustee investments, real or leasehold securities, 
etc., they may purchase, build, hire or take upon lease any 
building for conducting their business. 

Government Control 

Building societies, being subject to a measure of Government 
control, share with the limited range of more or less kindred 
organisations the experience of having from early days induced 
reluctant Governments to depart from the policy of laissez faire. 
This serves as an indication of the light in which they were 
originally viewed, for with few exceptions the application of 
statutory supervision in the earlier days of the nineteenth century 
was confined to institutions catering for those then generally 
described as the “ laborious classes.” The method of supervision 
applied to building societies is common to thrift, benevolent, 
friendly societies and kindred institutions ; the same fundamental 
principles have also been applied in the supervision of insurance 
companies. “ It is, I think, beyond question,” says the Deputy 
Registrar of Friendly Societies, whose office administers the 
Building Societies Acts, “ that the most important provision of 
the Act of 1874, from the point of view of Government control, is 
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that contained in Section 40, to the effect that every society shall 
once at least in every year prepare and send to the Registrar 
within fourteen days after the annual or general meeting at which 
it was presented, an annual account and statement of receipts and 
expenditure and a general statement of funds and effects, liabili- 
ties and assets.” Section 2 of the Act of 1894 gave the Registrar 
power to prescribe a form of annual statement. Thus, uniformity 
was assured and ambiguity removed and much information, at 
least from the accounting standpoint, relating to the operations 
of societies is now available. Again, the Act of 1894 provides for 
a very stringent audit of the societies’ accounts. The auditors 
must certify, among other things, that they have actually inspected 
the mortgage deeds in respect of each of the i)ropertics mortgaged. 
The Registrar has powers for undertaking special investigations, 
etc., and he may institute summary proceedings for failure to 
comply with the provisions of the statutes. The Chief Registrar 
of Friendly Societies, Sir George Stuart Robertson, K.C., in 
reviewing the effect ivencss of this statutory control, has said that 
“ the Building Societies Acts themselves provide such stringent 
restraints on the method of operation of the societies that good 
conduct is almost inevitable. . . . One great advantage of these 
restraints has been that building societies have hardly ever been 
used in our generation as instruments for exploiting the public.” 
Sir George has also ventured the interesting dictum that the 
strength and success of the building society movement proves, 
I think, that statutory restraints, provided that they arc well 
conceived and well adapted to the business to be regvdatcd, form 
no obstacle to successful operation.” 

The Organisation of the Movement 

The organisation of the movement is not the least interesting 
aspect of building society work. Although some societies have 
attained dimensions which entitle them to rank with many of 
the larger institutions of our financial organisation, the movement 
has characteristics which are almost unknown in the fields of, say, 
banking, insurance, etc. As the latest statistics indicate, there 
are 1,013 societies, having total assets of £419,000,000, giving the 
average society total assets of £410,000. The organisation of the 
movement, however, is on very different lines from what this 
average might suggest.^ Thus, Table A compares the distribution 
of societies according to the size of their mortgage assets and 
reveals the large number of societies having mortgage assets of 
distinctly modest proportions. 
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Table A. 

Size of Building Societies. 


Societies whore Mortgage 
Assets amounted to : 

(£) 

1914. 

1930. 

Number 

of 

Societies.^ 

Percent- 

age. 

Number 

of 

Societies.* 

Percent- 

age. 

Under 1,000 



131 

8-9 

32 

3-2 

1,000 and undoz 

6,000 . 

387 

26-2 

113 

11*3 

6,000 



10,000 . 

292 

19-8 

113 

11-3 

10,000 



30,000 . 

349 

23*6 

242 

24-3 

30,000 



60,000 . 

116 

7*9 

102 

10-2 

50,000 



100,000 . 

92 

6-2 

150 

15-2 

100,000 



160,000 . 

41 

2-8 

65 

6-5 

150,000 



200,000 . 

13 

0*9 

33 

3-3 

200,000 



250,000 . 

10 

0*7 

18 

1-8 

250,000 



600,000 . 

20 

1*36 

52 

5*2 

600,000 



750,000 . 

9 

0-6 

24 

2-4 

750,000 



1,000,000 . 

6 

0-4 

10 

10 

1,000,000 



2,000,000 . 

7 

0-5 

20 

20 

2,000.000 



3,000,000 . 

1 

0:07 

8 

0-8 

3,000,000 



4,000,000 . 

1 

007 

2 

0-2 

4,000,000 



6,000,000 . 

— 

— 

2 

0*2 

0,000,000 



7,000,000 . 

— 

— 

1 

0-1 

7,000.000 



8,000,000 . 

— 

— 

2 

0-2 

8,000,000 



9,000,000 . 


— 

2 

0-2 

11,000,000 

19 


12,000,000 . 

— 


2 

0-2 

12,000,000 

99 


13,000,000 . 

— 

— 

1 

01 

15,000,000 

99 


10,000,000 . 

— 

— 

1 

01 

27,000,000 

99 


28,000,000 . 

— 

— 

1 

01 

52,000,000 

• 9 


53,000,000 . 

— 

— 

1 

01 

Total 


1 

1,475 

10000 

a07 

1000 


^ Numbor of Sociotios with luorlgago assot. 

* Number of Societies making return in “ Directory and Summary,” 1931, 
for 1930. 


In 1930 3 over 75 per cent, of the societies had mortgage assets 
of less than £100,000, while at the other end of the seale only 
slightly over 1 per cent, of the societies had mortgage assets 
exceeding £5,000,000. In comparing this position with that in 
1914 it is clearly seen as a heritage of the past, since the over- 
whelming proportion of societies then had mortgage assets of less 
than £100,000. In other words, the growth of the building soeiety 
movement in recent years has been mainly due to the rapid 
expansion of a small number of progressive societies.' At the end 
of 1930 there were forty-seven societies, equivalent to 4*6 per cent, 
of the number on the register, with total assets exceeding £1,000,000 
and their mortgage asset was equivalent to 76 per cent, of the 
mortgage asset for thfe whole movement. The larger units of the 

* At the time of writing, the last annual report of the Chief Registrar of 
Friendly Societies dealing with Building Sociotios relates to 1930 : further 
references to the Chief Registrar relate to his annual reports on Building Societies. 
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building society movement neither disregard nor attempt to 
disparage the work of the smaller societies, for they are also giving 
expression to the ideals of the movement. It is impossible, how- 
ever, to ignore certain significant pointers in the activities of the 
building society movement. There is a notable tendency for new 
business to gravitate to the larger society. It would appear that 
magnitude and the quality of the service which the large society 
is able to offer are influencing both investors and borrowers. As 
long ago as 1913 the Chief Registrar remarked that “ the tendency 
of the larger societies towards the absorption of building society 
business at the expense of the smaller ones, which was commented 
on in the report for 1912, is amply borne out by the figures for 
1913.” During 1930 the forty-seven largest societies advanced 
80 per cent, of the total sum advanced by the movement. While 
the utmost respect is entertained for the work of the small societies, 
it is recognised that the larger unit possesses definite advantages. 
In its personnel it is able to secure high technical ability; by 
modern methods of business organisation and administration it 
can reduce management expenses to a low level ; its mortgages are 
spread over a wide area and thus risk is minimised. In brief, 
the larger building society shares most of the advantages which 
characterise the large joint-stock bank in comparison with the old 
type of small localised private bank ; and it should be noted that 
in recent years the larger societies liave pursued a policy of active 
branch dcvcloi)mcrit. The circumstances of the movement, 
indeed, seem to offer scope for a judicious measure of amalgama- 
tion, especially where there arc several societies operating in a 
comparatively restricted area. Amalgamation, in view of these 
conditions, may not only be desirable in itself but would facilitate 
the possibility and increase the effectiveness of common action 
within the movement, which, it would appear, will be increasingly 
necessary in the future. Until recently the societies were strongly 
— almost defiantly — individualistic, but during the past year or 
two there has been a welcome tendency to co-operate on some 
major questions of policy; though the movement will have to 
develop still further if it is to be comparable to that usually associ- 
ated with industries, etc. of the same economic significance as 
building societies. If opportunity offers, however, there is a 
strong case for simplifying the cumbersome amalgamation pro- 
cedure prescribed by the Building Societies Acts. 

An analysis of the geographical distribution of building 
societies in Great Britain discloses two particularly strong centres, 
namely, the North of England and London and the Home Counties. 
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Table B indicates that 47*5 per cent, of the total assets in 1930 
were held by societies in the Northern area and 31*7 per cent, by 
societies in London and the Home Counties. 

Table B. 

The Building Society Movement in Great Britain, 



1913. 

1930. 

Division. 

Total 
Assets 
(£ millions). 

Percentage. 

Total 
Assets 
(£ millions). 

Percentage. 

England : 

Northern 

28-9 

44-5 

176-2 

47-5 

North Midland 

81 

12*5 

44-4 

12-0 

South Midland 

1-0 

1-5 

3-5 

1-0 

Eastern 

10 

1-5 

4-4 

1-2 

London and Homo 
Counties . 

17-7 

27-3 

117-9 

31-7 

Southern and Western . 

1-8 

7-4 

17-7 

4-8 

Wales .... 

1*5 

2*3 

3-3 

0-9 

Scotland .... 

1-9 

30 

3-4 

0-9 

Total . 

04«9 

100 0 , 

370-8 

100-0 


The comparison between the geographical distribution of the 
societies in 1930 and 1913 shows fewer changes than might have 
been expected in view of the enormous expansion of the movement 
in the intervening years; although the London societies have 
recently experienced remarkable development, the Northern 
societies have maintained their position in the movement. The 
two princii)al centres of activity have rather gained ground at the 
expense of other areas. The exceptional strength of the movement 
in the North before the war is not w ithout bearing on a distinguish- 
ing feature of building society finance as between the North and 
the South. The tendency for societies to form part of the un- 
organised capital market — “ more or less shut off,” as Mr. A. W. 
Flux described it, “ from the levelling influences of a market 
organisation ” — was seen most distinctly in Northern societies ; 
and before the w^ar, when an active branch policy had not been 
developed, building society operations w^cre much more localised. 
The Noi-thern societies tended to draw a regular supply of savings 
from a special type of small investor w^hose chief concern was 
security for his hard -won capital and who was uninfluenced by the 
larger currents in the investment markets; his local patriotism 
was strong and he preferred to entrust his savings to the adminis- 
tration of persons with whom he was often personally acquainted. 
This tendency has persisted until the present, or at least strongly 
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colours (consciously or unconsciously) the present-day financial 
policy of Northern societies. The result is that there is sometimes 
a slight disparity between rates of interest current in the North 
and the South of England ; and, incidentally, this dissimilarity 
in financial practice as between the North and the South of 
England is not confined to building societies. 

IV 

Building Societies y 1870-1931 
Investment Asi^ects 

Table C summarises the progress of the movement since about 
1870; accurate statistics are not available before 1890. 


Table C. 

The Growth of the Building Society Movement in Great 
Britain. 


Year. 

Number of 
Societies. 

Total Mem- 
bership. 

Mortgage 
Asset (£). 

Total 
Assets (£). 

1870 {circay 


2,088 

820,000 



18,280,000 

1890 


2,795 

646,388 

47,760,404 

51,494,480 

1900 


2,280 

584,651 

45.641,411 

59,767,118 

1910 


1,723 

626,366 

59,696,055 

76,280,773 

1913 


1,550 

617,423 

00,733,464 

65,315,898 

1918 


1,336 

625,013 

53,207,803 

68,497,1)48 

1919 


1,311 

672,369 

57.865.967 

77,346,603 

1920 


1,271 

747,589 

68,811,690 

87,060.358 

1921 


1,226 

789,052 

75,503,123 

95,265,274 

1922 


1,184 

826,032 

83,724,928 

107,437,541 

1923 


1,151 

895,524 

98,844,991 

124,718,790 

1924 


1,112 

1,000,988 

119,744,926 

144,889,705 

1925 


1,092 

1,129,455 

145,857,119 

169,196,658 

1926 


1,064 

1,257,400 

171,220,815 

193,856,034 

1927 


* 1,054 

1,416,456 

197,748,150 

223,346,082 

1928 


1,035 

1,1.30,066 * 

227,532,832 

268.464,781 

1929 


1,026 

1,265,.329 2 

268,141,456 

312,745,883 

1930 


1 1,026 

1,449,432 = 

316,313,550 

371,164,961 

1931 


1,013 

1,577,905 2 

360,176,859 

419, 185,. 370 


^ Estimated by the Royal Commission on Building Sociotioa, 1871. 

* Shareholders only : before 1928 borrowers who were not also shareholders 
were included. 


This table is clearly divided into two parts. First, the 
statistics between 1890 and 1913 broadly reveal, in terms of money, 
a slow and laborious progress, which was punctuated at least 
twice by set-backs due to notorious failures. Secondly, the 
progress which has recently attracted public notice has coincided 
with the post-war years, the movement having expanded no less 
than sixfold during this period. The steady decrease in the 
number of societies is mainly the result of terminating societies 



1933] BUILDING SOCIETIES— SOME ECONOMIC ASPECTS 13 

coming to an end. There were 189 terminating societies at the end 
of 1930, having total assets of £2,261,058. 

The first part — covering the period between 1890 and the eve of 
the war — ^relates to a distinct phase in the evolution of the building 
society movement. Before the war building societies, on the in- 
vestment side, were generally regarded as essentially institutions 
catering for the smaller type of capitalist — i.e. predominantly the 
wage-e$irhing class. Probably small shopkeepers and others of 
similar social status utilised their services, but the wage-earning 
class, together with the lower middle class, no doubt formed the 
bulk of the membership. This finds reflection in the facts that the 
societies were accorded special protective legislation administered 
by the Chief Eegistrar of Friendly Societies, while for some years 
they have concluded agreements with regard to income tax which 
embodied concessions recognising that the majority of their 
members were not subject to anywhere near the full standard 
rate of tax. Apparently, in pre-war days, small savings institu- 
tions frequently made rather laboured: progress when they w^ere 
able to make headway at all.* As might have been expected, 
their fortunes were mainly determined by the varying economic 
well-being of the wage-earning class. When real wages \vere 
rising and employment good there was generally a tendency 
for the funds entrusted to small savings institutions to increase. 
Moreover, it would appear that there was considerable competition 
among institutions catering for working-class savings. Thus, 
the Chief Registrar, in his report for 1906, said that “ Building 
societies have . . . many rivals desirous of participating in the 
successful business carried on by them,” and he mentions the 
larger friendly societies and co-operative societies, together with 
life assurance companies. His reference was primarily to ad- 
vance business, but the competition doubtless also extended to 
the investment side. Table D analyses the distribution of share 
accounts in the Abbey Road Building Society in 1913 (then 
having total assets of £721,384 and ranking sixteenth, as measured 
by mortgage asset, among building societies) for the light which 
is thrown on the social status of those using the investment 
service of a building society in the last complete year before the 
war. 

Nearly 80 per cent, of the accounts were for sums of £100 or 
less. In point of numbers, therefore, the small investor consti- 
tuted the great majority of the membership, though the writer 
of the article on Building Societies in Palgrave*s Dictionary 
observes “ that a much wealthier class of shareholder has come 
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Table D. 

Distribution of Share Accounts. 


(Abbey Road Building Society, Decombor 31st, 1913.) 


Size of Accounts (£). 

Number 

of 

Accounts. 

Amount at 
Credit of 
Accouz^ts in 
Group (£). 

Percent-. 

ago of 
Number. 

Percent- 
age of 
Amount. 

Up to 50 . 

4,825 

62,123 

64-6 

'' 8-9 

Over 50 and up to 100 . 

979 

74,976 

13-2 

12-9 

„ 100 „ „ 160 . 

601 

61,148 

6-7 

10-5 

„ 150 „ „ 200 . 

365 

64,998 

4-85 

IM 

„ 200 „ „ 250 . 

223 

50,377 

30 

8-6 

„ 250 ,. „ 300 . 

149 

41,812 

20 

7-2 

„ 300 „ „ 350 . 

100 

32,523 

1-3 

5-6 

„ 350 „ „ 400 . 

73 

27,717 

10 

4-8 

„ 400 „ „ 450 . 

W 

21,607 

0-7 

3-7 

„ 450 „ „ 500 . 

45 

21,607 

0-6 

3*7 

„ 500 „ 600 . 

62- 

1 28,860 

0-7 

4-9 

„ 600 „ „ 700 . 

24 

1.5,619 

0-3 

2-7 

„ 700 „ „ 800 . 

21 

16,026 

0*3 

2-8 

„ 800 „ „ 000 . 

15 

12,586 

0-2 

2-2 

900 „ „ 1,000 . 

16 

1.5,664 

0-2 

2-7 

„ 1,000 „ „ 1,500 . 

19 

22,989 

0-25 

40 

„ 1,500 „ „ 2,000 . 

4 

7,003 

005 

1-2 

„ 2,000 „ „ 2,500 . 

2 

4,511 

002 

0-8 

„ 2,500 „ „ 3,000 . 

— ' 1 

— 

— 

— 

„ 3,000 „ „ 3,500 . 

^ i 

6,457 

0-02 

M 

„ 3,500 „ „ 4,000 . 

1 i 

3.525 

001 

0-6 

Total . 

7,467 

582,128 

100-00 

1000 


in since the passing of the Act (1874).’’ What has been termed the 
“ savings bank rule,” however, apijlied to some extent, since a 
limited number of members were responsible for a large propor- 
tion of the savings, 22-2 per cent, of the members being credited 
with 78*2 per cent, of the total amount at credit. Mr. 
T. S. Ashton, of Manchester University, in an analysis of Savings 
Banks deposits, has pointed out “ that a relatively small number 
of richer depositors are responsible for tlie bulk of the savings.” 

The second part into which the table divides — ^f rom the end of 
the war to the present — ^is obviously the more interesting. The 
degree in which building society activity has expanded in little 
more than a decade is certainly an extraordinary achievement. 
Before analysing the causal factors in this development, it is not 
without interest to compare it with the growth in some other small 
savings media. Table E makes this comparison. 

While there has been a tendency for these small savings to 
increase, building societies show by far the greatest rate of 
expansion. The Chief Registrar, discussing in his report for 
1929 the reasons for the rapid increase in the funds of building 
societies, remarked that “ The combination of security and a high 
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Table E. 

Amount due to Investors in various Thrift Organisations. 


Doscription. 

1918 

(£ millions). 

1930 

(£ millions). 

Percentage 

Increase. 

Building Sociotios ^ . . . 

National Savings Certificates * 

64*2 

353-6 

451 

137-7 

358-0 

160 

Post Office Savings Bank : 




Deposits .... 

Holdings of Govt. Securities 

234-6 

290-2 

24 

185-7 

188-5 

2 

Trustee Savings Banks : 




Ordinary Dept. 

61-0 

79-0 

13 

Special Investment Dept. . 
Holdings of Govt. Securities 

14-1 

541 

284 

15-3 

39-3 

157 


^ Including, in amount duo to depositors, small amount duo to other creditors. 

* Excluding interest. 

{Note . — ^The dates on which the financial years in the above table end do not 
coincide; in general the figures relate to ftie year in which the financial year 
ends.) 

rate of interest, with facilities for prompt withdrawal and freedom 
from income tax deduction, has, no doubt had a considerable 
attraction for the ordinary inebme-tax-paying investor and is a 
sufficient explanation of the rapid expansion of share capital.” 
This is doubtless adequate ujvto a point. The extent of the 
expansion, however, combined with the development which has 
taken place in other savings media, definitely points to the 
operation of some underlying and widespread factors. These 
factors, indeed, arc largely* inherent in the economic history of 
the post-war years. The facts are now too well Imown to require 
detailed recapitulation here, l^rofessor Bowley has summarised 
them thus : — 

“ The general result of the whole system of taxation, 
wage -adjustments and social expenditure has been a very 
marked redistribution of the National Income. . . . The 
very rich have less than half their pre-war income (allowing 
for taxes and change of prices); the least well off of the 
worldng class have gained most. Between these two ex- 
tremes the tendency is almost throughout in the same 
direction.” 

In particular, the calamitous fall in prices since 1929, in 
conjunction with the rigidity of wage rates, has presented many 
with an uncovenanted benefit which has provided a markedly 
widening margin for saving. Moreover, the frequently disastrous 
course of investment history since 1929 has been a powerful 
influence in deflecting new savings to “ safety-first ” channels. 
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The result has been a partial and temporary boycott of Stock 
Exchange securities ; and the market for new capital issues has been 
extraordinarily quiescent. Added to this there have been recurring 
periods of cheap money, which have provided incentives to transfer 
accumulated balances from banks and elsewhere to more remuner- 
ative fields though in spite of this bank deposits as a whole, 
reflecting inactive trade, have increased. These factors have 
been duly reflected in building society history since the war. 
Table F, which analyses the distribution of Head Office share 
accounts of the Abbey Road Building Society at September 
1932, bears witness to the changed conditions ; the Society’s total 
assets at this date amounted to over £40,000,000 and it ranked 
second among building societies. 

Table F. 

Distribution of Share Accounts. 


(Abbey lload Building Society, Head Oflieo, 1932.) 


Sizo of Accounts (£). 

NHhibcr** 

of 

Accounts. 

Amount at 
Credit of 
Accounts in 
Group (£). 

Percent- 
ago of 
Number. 

Percent- 
age of 
Amount. 

Up to 1 




51,885 

16,058 

37-2 

007 

Over 

1 and 

up to 

50 . 

29,339 

704,401 

21-2 

30 


50 



100 . 

11,180 

857,973 

8-3 

. 3-7 


100 


99 

150 . 

5,815 

1,064,026 

4-2 

4-5 


150 


11 

200 . 

8,518 

1,033,944 

6-2 

4-4 


200 


II 

250 . 

4,980 

4,110,938 

3*6 

4-7 


250 



300 . 

3,927 

1,098,325 

2-8 

4-7 


300 

II 

9 9 

350 . 

2,776 

897,401 

21 

3-8 


350 



400 . 

2,354 

902,106 

1-7 

3-9 


400 



450 . 

1,736 

733,008 

1-3 

31 

i» 

450 


99 

500 . 

2,927 

1,392,766 

21 

5*9 

ff 

500 


II 

600 . 

3,222 

1,655,241 

2-3 

71 

»» 

600 

99 

99 

700 . 

1,694 

1,091,247 

1-2 

4-7 

f > 

700 

99 

II 

800 . 

1,281 

965,914 

0-9 

41 

tf 

800 

If 

99 

900 . 

817 

700,215 

0*6 


ff 

900 

II 

99 

1,000 . 

1,670 

1,643,224 

1-2 


It 

1,000 

It 

II 

1,500 . 

2,370 

3,027,379 

1-7 


If 

1,500 

„ 

II 

2,000 . 

759 

1,345,838 

0-6 


II 

2,000 

„ 

II 

2,500 . 

360 

800,209 

0-3 


II 

2,500 

II 

II 

3,000 . 

219 

612,301 

0-2 



3,000 

II 

II 

3,500 . 

115 

370,483 

008 

1-6 

II 

3,500 


II 

4,000 . 

83 

318,078 

006 

1-4 

II 

4,000 


II 

4,500 . 

57 

244,520 

0-04 

10 

II 

4,500 

II 


6,000 . 

177 

869,667 

012 

3*73 


Total 



• 

138,591 

23,458,162 

10000 

100-00 


The “ savings bank rule ” still applies; 66*7 per cent, of the 
number of accounts were credited with only 6-77 per cent, of the 
total sum involved. This, however, requires the qualification 
that a large proportion of the accounts up to £1 represent the 
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holdings of borrowers who under the rules of the Society are re- 
quired to qualify as members and thus comply with the control- 
ling Acts by opening a partly-paid share account and paying 
l5. per £100 advanced. Many of the accounts are the result of 
savings accumulated through the medium of “ home-safes ’* — 
often started by children — ^which gradually assume larger dimen- 
sions. The significant feature is the more egstensive distribution 
of accounts in the higher ranges, thus indicating the presence of 
the more substantial investor. It does not necessarily follow that 
all societies have been affected in the same degree, but some of the 
larger units have doubtless had a more or less similar experience. 
Table G is added for convenience, as this brings together for 
comparison the percentage distribution of share accounts of the 
Abbey Road Building Society in 1913 and 1932. 

Table G. 


Comparison of Percentage Distribution of Share Accounts, 
(Abboy Road Building Society, 1913 and 1932.) 


Sizo of Accounts (£). 

Percentage of 
Number. 

Percentage of 
Amount. 

1913. 

1932. 

1913. 

1932. 

Up to 50 




64-6 

58*4 

8-9 

3-07 

Over 

50 and up to 

100 


13-2 

8*3 

12-9 

3-7 


100 

t* T* 

150 


6-7 

4-2 

10-5 

4'5 


150 


200 


4-85 

6-2 

IM 

4-4 


200 


250 


30 

3-6 

8-6 

4-7 


250 


300 


20 

2-8 

7*2 

4-7 


300 


350 


1-3 

21 

5-6 

3-8 


350 


400 


10 

1-7 

4-8 

3-9 


400 


450 


0-7 

1*3 

3-7 

31 


450 


500 


0-6 

21 

3-7 

5-9 

9 

500 


600 


0-7 

2-3 

4-9 

71 


000 


700 


0-3 

1-2 

2-7 

4-7 

99 

700 

99 99 

800 


0-3 

0'9 

2-8 

41 


800 


900 


0-2 

0-6 

2-2 

30 


900 


1,000 


0-2 

1-2 

2-7 

70 


1,000 


1,500 


0-25 

1-7 

4-0 

12-9 

»V 

1,500 


2,000 


005 

0-6 

1-2 

5-7 

»• 

2,000 

99 99 

2,500 


002 

0-3 

0-8 

3-4 


2,500 

99 99 

3,000 


— 

0-2 

— 

20 


3,000 

99 99 

3,500 


002 

008 

M 

10 

99 

3,500 

99 9 9 

4,000 


001 

000 

00 

1-4 

99 

4,000 

99 99 

4.500 


— 

004 

— 

10 

99 

4,500 

99 99 

5,000 



0 12 

— 

3-73 


Taking the building society movement as a whole, the average 
shareholding in 1930 was £208. Thd Chief Registrar returns the 
average for the 47 large societies in 1930 as £240 and for 699 
smaller permanent societies in England at £146. Table H com- 
pares the average shareholding in building societies with the 
No. 169. — ^VOL. XLIII. 0 
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average amount due to investors in a number of other thrift 
institutions. 

Table H. 

Average Amount due to each Investor in various Thrift 
Organisations in 1930. 


Description. Amount (£). 

Building Societies (Share Accounts) . - 208 

National Savings Certificates . . 45 ' 

P.O. Savings Bank (Deposits) . . 29 

Trustee Savings Banks (Ordinary Dept.) 33 


1 Estimated on basis of information supplied by National Savings Committee. 

It is evident that the average shareholding in building societies 
is considerably higher than in some other thrift institutions. 

Building societies employ their funds by way of mortgage, 
and this is, “under any usual classification, a long-period function.’’ 
It has already been pointed out that societies offer the investor 
easy withdrawal facilities, in many cases not more than one 
month’s notice being required. In these circumstances, it is of 
interest to inquire what turnover of funds the societies normally 
experience each year. This is the more desirable since the pre- 
cise position of building societies in this matter is sometimes 
misconceived. Table I analyses share withdrawals in relation to 
liabilities to shareholders from 1921 to 1930. 


Table I. 

Share Withdrawals in Relation to Total Liabilities to 
Shareholders, 


Year. 

(1) Liabilities to 
Sharoholdors 
(£ millions). 

(2) Share With- 
drawals (includ- 
ing interest) 

(£ millions). 

Porcontago of 
(2)10(1). 

1921 . 

70-9 

J.3-4 

18-9 

1922 . 

80-4 

12-9 

16-1 

1923 . 

93-5 

14-0 

15-0 

1924 . 

109-0 

16-8 

15-4 

1925 . 

1 127-8 

19-9 

15-6 

1926 . 

147-7 

22-2 

15-0 

1927 . 

172*8 

25-9 

15-0 

1928 . 

213-2 

32-1 

16-0 

1929 . 

250-2 

36-8 

14-7 

1930. . 

- - 302-8 > 

1 

41-7 

13-8 


Irom this it will be seen that the proportion of withdrawals 
has been steadily declining, until in 1930 the proportion of 13*8 
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per cent, was reached. Table J approaches the problem from a 
different angle and compares share withdrawals to additions to 
share capital. 


Table J. 

Share Withdrawals in Relation to Additions to Share Capital, 


Year. 

( 1 ) Additions to 
Share Capital (in- 
cluding interest) 

(£ millions). 

(2) Share With- 
drawals (includ- 
ing interest) 

(£ millions). 

Percentage of 
(2) to (1). 

1921 . 

20-4 

13-4 

65-7 

1922 . 

22-5 

12-9 

57-3 

1923 . 

271 

140 

51*7 

1924 . 

32-3 

16-8 

520 

1925 . 

38-8 

190 

51-3 

1926 . 

42- 1 

22-2 

52-8 

1927 . 

510 

25-9 

50-7 

1928 . 

66-8 

32- 1 

48- 1 

1929 . 

730 

36-8 ! 

50-4 

1930 . 

94-2 

41*7 

44-3 


The proj)ortion shows some variations, but, on the whole, 
the tendency has been downward. It is true that the position of 
individual societies varies somewhat widely, the proportion 
in the case of some Northern societies being markedly high. 
Moreover, under current conditions withdrawals may bo higher 
than in the past, but this point will be discussed more fully 
presently. Broadly speaking, however, building societies do not 
experience the turnover of funds which is popularly associated 
with joint stock banks, small savings banks, etc. Nor should it 
be overlooked that the societies receive a constant stream of 
incoming funds duo to the monthly repayments in connection 
with advances. Furthermore, the societies emerged from the 
exacting test of the financial crisis of the autumn of 1931 with 
tlieir credit unimpaired. All the same, they are not absolved 
from the responsibility of maintaining a due degree of liquidity; 
and the degree of liquidity to be maintained may vary from time 
to time according to changing economic conditions. 

The wider bearings of the building society investment service 
merit a passing reference. The movement takes special pride in 
the facilities which it offers for the encouragement of small 
savings, especially in view of the circumstances which are held to 
render an increase in these savings necessary. Before the war 
the bulk of the nation’s saving was undertaken by a comparatively 
narrow circle of the richer members of the community, but since 
then their capacity to save — ^in particular, as a result of high 
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taxation, partly necessitated by a policy of generous expenditure 
on social services — has appreciably diminished; consequently, 
the post-war rate of saving compares, when allowance has been 
made for the rise in prices, very unfavourably with pre-war 
experience ; and this situation is, in the main, if not invariably, 
regarded with misgiving. The small savings class is therefore 
considered to be under a special obligation to make every effort 
to remedy the deficiency, both on economic and social grounds : 
‘‘ a democracy that will not let its wealthy save, and will not save 
for itself, must slowly sink in the scale of civilisation.*’ At the 
other end of the scale, the movement, by the extent to which it — 
or rather the larger societies — ^lias attracted the substantial 
investor is now definitely part of the organised capital market. 
The writer, in an article written in 1930,^ ventured to draw 
attention to this aspect of building society development. The 
following references have, on balance, gained, rather than lost, 
point by the passing of time : — 

“ As Mr. A. W. Flux has pointed out, ‘ the market for 
capital is thus not so perfectly organised that all units of 
supply are interchangeable. Certain parts of the market 
are peculiarly well organised, but there are other parts more 
or less shut off from the levelling influences of a market 
organisation.* In the past, building societies have' been 
closely connected with those ‘ other parts more or less shut 
off from the levelling influences of a market organisation,* 
but to-day this is much less true, although it is still partly 
applicable. Two factors which have Jinked the building 
society with the capital market ... are the increasing 
interest which the more substantial investor is taking in the 
movement and the increasing interest which is being taken 
in Stock Exchange securities by those who formerly invested 
their savings in a much more restricted field. ... It is 
possible that this tendency will become more and more 
evident in the coming years.” 

Again, the relations of building societies to the money market 
were discussed and it was pointed out that : 

‘‘ To the building society the most important single 
factor in the money market is Bank rate . . . when Bank 
rate is high ... a considerable rate of interest is earned on 

. ^ “ Building Sociotios as Financial Institutions ” — Building Societies Year 

Book, 1930, pp. 345-51. 
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bank deposits : consequently, there is less incentive to trans- 
fer accumulated balances to higher interest-earning channels, 
and hence building societies may experience some retarda- 
tion of incoming funds. On the other hand, when Bank rate is 
low the depositor receives a distinctly modest return and 
therefore eagerly seeks more remunerative investments, among 
which he places building societies. Moreover, the rate of 
interest charged by joint-stock bankers for advances is 
generally 1 per cent, above Bank rate with a minimum of 
5 per cent. A high Bank rate thus means a high rate for 
advances, and at such times there is a tendency for mort- 
gages which are being financed by bank loans to be offered 
to building societies. . . . Building societies may tend to 
become rather more responsive to important movements in 
the money market in the future.” 


Mortgage Service 

Table C, on p. 12, indicates the growth in building societies’ 
mortgage balances from 1 890 to 1 931 . This column, like that indi- 
cating the expansion of total assets, clearly divides into two distinct 
periods — pre-war and post-war. During the thirteen years from 
1901 to 1913 (1901 is the first year for which the advance figure is 
available) the average annual advances of the movement amounted 
to £9 millions. To a large extent the societies’ mortgage service 
was utilised by persons of a similar social status to those who 
formed the bulk of its investing membershij), though possibly 
there was a slight bias in an upw^ard direction. At any rate, 
the movement welcomed the small advance and exj)resscd pride 
in the way that it was helping working men to become home- 
owners. Thus the Chief Registrar remarked in 1915 that 

“ the most satisfactory feature ... is the continued in- 
crease in the proportion of mortgages of £500 and under. 
Mortgages of this class are probably in the majority of cases 
from persons purchasing the houses they occupy, and an 
increase in the proportion of such mortgages is, therefore, to 
be welcomed as evidence of a wider appreciation amongst 
persons having small or modest incomes of the utility of the 
building society as a means of improving their position.” 

Again, 51 per cent, of all societies’ mortgage balances in 1911 
was in respect of advances not exceeding £600, 19*1 per cent, being 


I . ' . 


iUR£ 
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in respect of advances not exceeding £1,000. Although the scale 
of the movement before the war was relatively small compared 
with later years, it is important to note that it was rendering 
services of exceptional value in relation to the housing situation of 
the time. Except for the few years immediately preceding 1914, 
it is true over a wide field that houses to let could be obtained 
fairly easily by wage-earners. Hence all who availed them- 
selves of the societies’ mortgage service did so voluntarily and from 
conviction of the merits of home-ownership, while many wore 
enabled to acquire property as an investment. The exact signi- 
ficance of building societies in relation to other agencies in the 
provision of housing finance cannot be determined; indeed, 
housing finance considered as a whole presented then, as now, 
whole tracts about which accurate information was conspicuous 
by its absence. In his report for 1915, however, the Chief Regis- 
trar remarked : ‘‘ During the years 1901-15 the total amount 
advanced was over 135| millions sterling, or sufficient, supposing 
thi^ average value of the houses purchased to have been £500, and 
two-thirds of their value to have been lent on mortgage, to enable 
housing accommodation for over two million people (on the basis 
of five persons to a house) to be acquired.” Assuming the same 
facts regarding the value of the houses and the proportion 
advanced, the position might be summarised in another way : 
the average number of houses financed each year between 1901 
and 1915 was equivalent to about 25 per cent, of the average 
annual supply of new houses. Of course, in actual i)ractice the 
societies advanced on many old properties. 

The second period covered by the column of Table C relating 
to the societies’ mortgage asset coincides, as previously noted, 
with the post-war years. During this period — ^from 1919 to 
1931 — ^the average annual advances amounted to £48 million, as 
compared with average annual advances amounting to £9 million 
for the period 1901 to 1913; a more striking comparison is 
provided by the average annual advances for the three years 
ended 1931, at £84 million, against the corresponding figure of 
£8 million for the three years ended 1913. The extent of the 
recent expansion of the mortgage asset strongly suggests that this 
branch of building society activity has shared the experience of 
the investment side in being subject to special influences : it is 
only necessary to refer to the post-war housing problem. Before 
attempting to assess, as far as this is possible, the reactions of the 
housing problem on building societies’ recent mortgage activity, 
the nature of the housing problem may bo sketched in barest 
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outline, followed by an analysis of the relevant facts regarding the 
societies’ advance business. It is now a matter of popular history 
that immediately the war was over the nation was conscious of 
an exceptionally acute housing shortage; the factors which 
produced this situation are equally common knowledge. Before 
the war the provision of houses was almost entirely the function 
of the private investor, but at the signing of the Armistice he 
not unnaturally refused, despite the great housing shortage, to 
resume his pre-war function. The Rent Restriction Acts doomed 
non-occupying owners of existing small dwellings to an unecono- 
mic return; inflated building costs discouraged the investment 
of further private money in new houses; in short, the whole 
housing position was abnormal. The State urged Local Authori- 
ties to assist in filling the breach and provided subsidies, while 
it also sought to stimulate private building, again by the provision 
of subsidies. As a result of this stimulus — and latterly of the 
operation of more normal factors — approximately 2,000,000 
houses have been erected in England and Wales since 1919. This 
obviously represents a gigantic housing effort. It is scarcely 
conceivable that this exceptional housing activity could have 
been without influence on the scale, if not on the character, of 
building society operations. What, in fact, have been the conse- 
quences to building societies ? what has been their contribution 
to the solution of the housing problem ? does the post-war period 
represent a passing phase in building society evolution? The 
first step is to examine, as far as possible, the significance of the 
societies’ present operations in the realm of housing finance. 
Table K analyses the distribution of the societies’ mortgage 
balances in given groups in 1930, with comparative figures for 
1911. 


Table K. 

Distribution of Mortgage Balances, 


Mortgage Balances. 

1911.^ 

1930. 

Up to £500 

Over £600 and up to £1,000 .... 

51 0 

191 

} 81-7 

„ £1,000 and up to £5,000 .... 

20-9 

14-9 

„ £5,000 

3-6 

3-2 

Properties in possession over 12 months 

Mortgages where repayments in arrear over 12 

4-7 

0-7 

} .. 

months ........ 

J 

Totals 

1000 

1000 


^ The first year for which mortgages can bo grouped. 
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Thus the societies are mainly engaged in making advances on 
properties in the lower ranges of value, since over 81 per cent, 
of the amoimt advanced represents individual mortgage balances 
of £1,000 or less. The comparison with 1911 is important. It 
is apparent that the proportion of the societies’ mortgage asset 
in respect of balances of £1,000 or less was higher in 1930, at 
81*7 per cent., by over 10 percent, than in 1911, while the propor- 
tion of balances exceeding £1,000 has also fallen appreciably. In 
the circumstances, this is somewhat remarkable, for in the mean- 
time not only has the scale of the societies’ operations greatly 
expanded, but property values have experienced an upward 
bound and there has also probably been a geographical redistribu- 
tion of mortgage balances with a rather greater density in areas 
where property values tend to be higher. Unfortunately, a direct 
comparison cannot be made between the percentage of mortgage 
balances of £500 and under in 1911 and 1930, as the information 
is not available for the latter year. Table L gives the proportion 
for the six largest societies at the end of 1930. 


Table L. 

Distribution of Mortgage Balances. 

(Six largest societies, 1930.) 


Mortgage Balances. 

Amount (£). 

Percentage. 

Up to £500 ....... 

50-7 

38-8 

Over £500 and up to £1,000 .... 

59-7 

45-(i 

„ £1,000 and up to £3,000 .... 

150 

11-4 

„ £3,000 and up to £5,000 .... 

1*7 

1-3 

„ £5,000 

3*8 

2-9 

Total 

130-9 

100-0 


The proportion returned by these societies, at 38*8 per cent., 
is lower than the equivalent proportion of 51 per cent, for all 
societies in 191 1. A largo part, if not the whole, of this difference, 
however, would be due to the rise in property values. Moreover, 
it is noteworthy that this sample, although relating to the six 
largest-societies, shows the proportion of mortgage balances of 
£1,000 or under at 84-4 per cent., as compared with 81*7 per cent, 
for all societies in 1930. The Chief Registrar, in his report for 
1930, pointed out that the average advance during that year, 
within the range not exceeding £1,000, was £469, the average 
within the range exceeding £1,000 being £1,824. An extensive 
sample analysis of the purchase price of the properties on which 
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the Abbey Road Building Society made advances in 1932 appears 
in Table M. 


Table M. 

Sample Analysis of Purchase Price of Houses on which 
Advances were made^ 1932. 


Purcliaso Prico {£). 

Number of 
Advances. 

Percentage. 

1 to 100 

3 

006 

101 „ 200 

17 

0*34 

201 300 

70 

1-6 

301 400 

136 

2-9 

401 .. 500 

660 

Jl-9 

601 600 

640 

13-9 

601 „ 700 

802 

17-4 

701 „ 800 

645 

140 

801 .. 900 

663 

14-4 

901 „ 1,000 

369 

80 

1,001 „ 1,100 

186 

40 

1,101 1,200 

120 

2-6 

1,201 ,. 1,300 

86 

1-9 

1,301 „ 1,400 

74 

1-6 

1,401 „ 1,600 

68 

1-3 

1,601 and over 

194 

4-2 

Total . 

4,613 

1000 


The year 1932 was characterised by a number of abnormali- 
ties from the building society point of view, and in the case of the 
Abbey Road Building Society the Directors’ policy was such as 
might tend to give prominence to houses of rather higher value. 
The table, however, may be accepted as affording some indication 
of the ranges of property on which societies with Head Offices in 
the Metropolis are currently making advances. The purchase 
price of a property is, of course, substantial evidence of the social 
status of the persons who will occupy it. The Abbey Road 


Table N. 


A Comparison of Social Status, 


Description. 

Abbey Road 
Society’s 
Borrowers. 

Great Britain 
and Northern 
Ireland. 1 

Wage-earners ...... 

37 per cent. 

76 per cent. 

Salaried ....... 

24 

14 

Independent Workers, Employers, Farmers, 
Professional ...... 

19 „ 

10 „ 

Miscellaneous ...... 

20 

— 

Total 

100 per cent. 

100 per cent. 


Eatiinatod by Bowley and Stamp. 
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Society, however, has analysed the social status of all its bor- 
rowers; the results appear in Table N, together with a com- 
parison of the social status of the occupied population of Great 
Britain and Northern Ireland. 

This distribution reflects, not so much perhaps any ideal or 
predetermined proportions, as the conditions under which an 
individual society makes advances in order to ensure maximum 
security. A comparison with the social status of the Society’s 
borrowers in 1926 shows practically the same proportions, there 
being only a very slight infiltration of wage-earners. Whether 
these proportions of social status are common to societies as a 
whole is not certain ; they may simply indicate the policy of a 
single Board of Management. In any case, it is a reasonable 
assumption that the proportions would be influenced in part by 
the occupational distribution of the areas in which a society 
had made the bulk of its advances. 

The repayments in connection with advances, apart from 
th( ir purely building society interest, have a wide bearing on 
social welfare, especially in view of recent tendencies affecting 
the price level, wage rates, employment, etc. Tlieso wider aspects 
of repayments cannot be discussed here and only the more 
important facts can be recorded. The Chief Registrar calculated 
the average repayment in 1930 as £85. This figure would, of 
course, be influenced by repayments in excess of the pre-arranged 
amounts, advances repaid before the expiry of the agreed term 
of the mortgage and by repayments in connection with the more 
substantial advances, while it would also be slightly influenced 
by the higher average advance which was probably being made 


Table 0. 

Average Monthly Repaijrmnls according to Social Status, 


Social Status. 

Average Monthly 
Kepayment. 

ProfesHional ....... 

£5 

19 

9 

Salaried, Commercial, Financial, etc. . 

5 

17 

3 

Independent Worker (except profcssinnul) . 

5 

2 

9 

Clerk ^ 

4 

12 

10 

Wage-earner ....... 

4 

1 

5 

Labourer ....... 


0 

5 

Miscellaneous ....... 

4 

10 

6 

Average for all categories 

4 

17 

6 


^ This category is a subdivision of “ Salaried, Commercial, Financial, etc.,” 
but has been separated to cover a considerable number of cases where informa- 
tion in addition to the fact that the borrower is a ** clerk ” is not extensive. 
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at that time. The average pre-arranged monthly repayment in 
respect of an extensive sample of advances made by the Abbey 
Eoad Building Society in 1932 was £4 175. 6rf., equal to an annual 
repayment of £58 IO 5 . Table 0 shows these repayments grouped 
according to the social status of the borrowers. 

It will be seen that, on the whole, the amount of the repay- 
ment bears, as might have been expected, a close relationship 
to the social status of the borrower. 

An analysis of the Abbey Road Society’s mortgaged properties 
shows that the overwhelming proportion consisted of dwelling- 
houses, with a very small number combining shop premises, the 
total proportion of these two categories being over 99 per cent, 
of the whole of the mortgaged properties. The overwhelming 
proportion, again, was for personal occupation, the exact figure 
being 94 per cent. Taking the sample of the Abbey Road Building 
Society’s advances made in 1932, 59 per cent, was for a period 
of twenty years, 20 per cent, for sixteen years, and the remainder 
for shorter periods. The Chief Registrar, in his report for 1917, 
refers to a tendency towards a more lengthy period of repayment. 
He quotes the average period calculated by the then Chief 
Registrar twelve years previously as being ten years ; the Chief 
Registrar calculated the corresponding figure for 1917 as about 
fourteen years. The tendency towards a more lengthy period 
of repayment has doubtless been generally accelerated by the 
circumstances of the post-war years, and especially by the desire 
to lighten the annual burden of repayments due to the higher 
property values ruling. In actual practice, however, a large 
proportion of the advances do not extend over their allotted 
period. A borrower may receive a legacy or the proceeds of 
an endowment policy with which he redeems his mortgage; 
he may redeem his mortgage by selling the property in respect 
of which the advance was made; an increase in his earning 
power, the need for increased accommodation (is a result of 
changes in his family life, etc. may influence his decision to 
sell his house, although the depression has undoubtedly reduced 
movement prompted by these considerations. In the earlier 
days of building societies a rather high proportion of the advances 
probably ran their allotted course, but an examination of the 
statistical evidence available suggests that more recently there 
has been a tendency towards a shortening of the average actual 
life of advances. There arc no statistics for the movement as a 
whole or for an individual society; moreover, the abnormal 
monetary conditions of recent years — ^with rapidly alternating 
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cheap and dear money — ^would make any such figures misleading 
for normal times. There would seem to be sufficient evidence, 
however, to justify the conclusion that the average actual life 
may be rather less than half the average period of repayment 
originally arranged. Some decades ago anyone who desired to 
purchase a house with the assistance of a building society advance 
frequently became, in the first place, an investing member and 
in this capacity gradually accumulated the wherewithal to 
provide the personal stake in the property. As a result of the 
changed conditions since the war, and particularly of the increasing 
appreciation of building society shares and deposits purely on 
their investment merits, this practice is now much less extensive. 
A sample investigation recently made by the Abbey Road Society 
revealed that only 6 per cent, of the borrowers had, previously 
to taking out their mortgage, an investment account. It is 
noteworthy that 3 per cent, of the borrowers already had a 
mortgage with the Society. 


VI 

Post-War Housing and Building Societies 
The conclusion indicated by the comparison between building 
society mortgage business before the war and during the post- 
war years is that, despite the greatly enlarged scale of operations, 
there has been no substantial change in the essential character 
of this business; that is to say, the societies have catered for 
much the same public throughout. The way is now clear to 
attempt to trace the wider reactions of the post-war housing 
problem upon the building society movement. The number of 
houses built in England and Wales since the war is, as already 
noted, approximately 2 , 000 , 000 . The Ministry of Health 
recently estimated that of these some one-third had been built 
for letting and the remainder — or about two-thirds — ^had been 
built for sale. The houses built for letting were mostly erected 
by Local Authorities, the houses built for sale being chiefly the 
outcome of private enterprise. Building societies are, of course, 
only concerned with the latter category, numbering, say, 
1,330,000 houses. The houses falling into this category were 
financed by various agencies. Unfortunately, there is much 
that is obscure with regard to the finance of housing ; very little 
is known about some agencies, except that they exist. Building 
societies, however, arc generally considered to have been the 
major factor in the provision of finance for the erection of houses 
by private enterprise. One of the next most important factors 
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consists in advances by Local Authorities under the Small 
Dwellings Acquisition Acts and Section 92 of the Housing Act, 
1926. These Acts empower Local Authorities to make advances 
up to 90 per cent, of valuation on houses having a market value 
not exceeding £1,200 and £1,500 respectively for owner-occupa- 
tion. The number of houses in respect of which advances have 
been made between 1919 and March 31st, 1932, is 148,000. 
Assuming one-quarter of these were old houses, the number of 
new houses thus financed is about 110,000. The present policy 
of the Ministry of Health is directed to discouraging Local 
Authorities from making actual advances, the Authorities being 
urged to make greater use of their powers to guarantee additional 
advances over and above the amount which building societies 
would normally advance. Public Utility Societies, which in 
1930 had a combined capital of £12,500,000, have undertaken 
noteworthy housing operations, but most of them provide houses 
for renting rather than ownership. Public Utility Societies 
probably embrace the majority of housing schemes promoted by 
employers for their employees. It was recently estimated that 
possibly “ one-third of the aggregate funds of the friendly societies 
(amounting to nearly £100,000,000) are invested in house mort- 
gages.” The number of new houses financed by this agency 
since the war is entirely a matter of guess-work, but it is probably 
below 100,000. Although several insurance companies have in 
recent years sought to popularise house purchase in combination 
with an endowment policy, there is no reason to suppose that this 
agency ranks as one of the more significant, especially as far as 
new houses arc concerned. The banks have probably financed 
a certain proportion of the new houses, but the number is no 
doubt relatively small. 

The activities of the private investor in the finance of new 
houses are quite incalculable, though there is no evidence which 
points to extensive participation. A number of the new houses 
were, of course, purchased for cash, but these would appear to 
constitute a small minority. In the circumstances, it is apparent 
that there is no exact information, or even fairly close estimate, 
regarding the relative significance of the various agencies engaged 
in the finance of houses erected by private enterprise. It seems 
probable, however, that the number for which building societies 
have provided finance, while not largely exceeding 1 , 000 , 000 , 
may not be considerably short of this figure ; or say approximately 
half the number of houses erected since the war. In any event, 
it is abundantly clear that building societies have played a part 
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of the first importance in the attempts made to solve the post-war 
housing problem, and that without them the measure of success 
which has attended these attempts would have been much 
reduced. As Sir Josiah Stamp has pointed out, 


“ In the absence of the building society movement it is 
probable that in response to such pressure a large number 
of institutions would have sprung up to supply the need. 
They would have varied tremendously in their resources and 
their regulations, in their probity and their wisdom and 
foresight. New and hastily improvised structures would have 
been suddenly subjected to a vast and rushing flood of insist- 
ent requirements. It is fairly clear that out of such a 
situation must have come many failures, disappointments 
and losses. But, as it was, the onrush was actually made 
upon a system of accredited institutions with traditional 
practice laid down on sound lines and with all the prestige 
of solid and steady progress, standing ready for their task.” 


The question remains as to what extent the expansion in the 
societies’ mortgage service since the war has been determined by 


Table P. 




Building Society Advances in Relation to New Houses, 


Year. 

New Houses.* 

Building Society 
Advances 
(£ millions). 

1902 

133,000 

8*9 

1903 

121,000 

9-7 

1904 

127,000 

9*4 

1905 

132,000 

90 

1906 

145,000 

9-2 

1907 

112,000 

9-6 

1908 

101,000 

8-9 

1909 

97,000 

90 

1910 

102,000 

9-3 

1911 . . . I 

36,000 

8-9 

1912 

92,000 

8-3 

1913 

60,000 

91 

1924 

74,000 

40-5 

1925 

121,000 

49-8 

1926 

135,000 

52- 1 

1927 

149,000 

55-8 

1928 

140,000 

58-6 

1929 

119,000 

74-7 

1930 

146,000 

88-7 

1931 

135,000 

90-2 


^ Tho statiHtios from 1902 to 1913 show the not annual incroaso in the number 
of dwellings in England, Wales and Scotland disclosed by tho reports of tho 
Inland Revenue Commissioners : the statistics from 1924 to 1931 show tho 
number of houses erected by private enterprise in England, Wales and Scotland. 
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the house-building activity which has characterised this period. 
Some light, if not a complete answer, is provided by Table P. 

The year relating to house-building ends in March, while that 
relating to building society advances coincides with the calendar 
year. There is, of course, a time interval between the erection 
of a house and the completion of the building society advance, 
and while this arrangement of the table may somewhat exaggerate 
the average time interval, the conclusions suggested by the table 
are not materially affected. The table is not, perhaps, without 
a surprise element. Before the war advances were maintained 
in 1913 at the same level as in 1906 although the number of new 
houses erected was less than half that in the earlier year. Again, 
since 1929 the amount advanced each year has shown substantial 
increases, although the number of houses erected by private 
enterprise has been below the peak year of 1927. Apparently, 
building society activity on the mortgage side is much less 
influenced by the amount of house-building than is frequently 
supposed. A broad confirmation of its recent application may 
be obtained in another way. During the three years ended 
1931 building society advances averaged £S4 million, but the value 
of plans passed' for dwelling-houses in over 140 of the principal 
urban areas in Great Britain (excluding L.C.C.) during the same 
period averaged only £43 million. These statistics may not cover 
all the new houses erected in Great Britain ; on the other hand, 
they include houses built by Local Authorities, which arc outside 
the societies’ province. Furthermore, an analysis of the Abbey 
Road Society’s advances during 1932 shows that they were 
almost equally divided between new properties not previously 
occupied and properties clmnging hands. These proportions, 
however, are subject to the qualification that the policy of the 
Board of Management may have operated somewhat in favour of 
old properties. The proportions for the two preceding years 
were more in favour of new properties. On the whole, it seems 
a reasonable assumption that during the three years ended 1931 
not substantially more than one-half the sum advanced by 
building societies was in respect of newly-erected houses ; though 
the proportion was probably higher during the few years immedi- 
ately preceding 1929. In other words, a large part of the most 
recent expansion in building societies’ mortgage service has been 
the result of a marked growth in the home-ownership movement 
over and above that occasioned by the occupation of newly- 
erected houses. The importance of this conclusion, which as yet 
has scarcely been recognised, need not be emphasised. Again, it 
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should be remembered that a much higher proportion of those who 
now buy new houses with the assistance of building society loans 
do so less under the overwhelming pressure of a chronically acute 
housing shortage, but more from a voluntary recognition of the 
merits of home-ownership. This is an encouraging develop- 
ment so far as the building societies are concerned and would 
seem to suggest that they are reaping some of the fruits of their 
intensive propaganda in this cause during the post-war years. 

VII 

The Future 

What of the future ? This is a question which none who have 
to do with housing answer willingly, mainly because housing 
development has never encouraged views extending beyond the 
ends of the noses of those primarily concerned. Yet some 
attempt, however hazardous it may bo, must be made to form 
an estimate of the nearer, if not more distant, tendencies. First, 
as regards building by private enterprise. The recent average 
annual building by private enterprise is, as Table V indicates, 
considerably in excess of the pre-war annual average, although 
when allowance is made for the fact that the diminution in the 
later pre-war period was mainly due to political circumstances 
the excess is appreciably reduced; pre-war house-building was 
almost entirely undertaken by j^rivate enterprise. It must be 
recognised that over a wide area the acute housing shortage 
apparent immediately after the Armistice has, according to con- 
temporary standards, been made good. As the Marlcy Committee 
on the Rent Restriction Acts found, in the case of the larger 
houses there is no longer any shortage ; in the case of the medium- 
sized houses the shortage is rapidly being overcome; while in 
the case of working-class houses there is still considerable shortage. 
Expressed statistically, the Marley Committee estimated the 
grouping of the houses built since the war on the lines indicated 
in Table Q, which incorporates the Ministry of Health’s estimate 
bringing the statistics up to date. 

Thus the supply of houses for the classes who can afford to 
buy, has been increased by , . . about 50 j)cr cent.,’* while “ the 
supply of accommodation available for the poorer section of the 
population appears to have been increased by about 10 per cent.” 
Incidentally, classes A and B have no doubt been mainly financed 
by building society advances, class C being chiefly composed of 
houses built by Local Authorities for letting. Is there likely to 
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be a substantial reduction, therefore, in the rate of building by 
private enterprise ? It is easier tef draw attention to the factors 
in the situation than to attempt any categorical answer. In view 
of the existing phase of the housing problem, it is thp policy of 
the Minister of Health to discourage house building by Local 

Table Q. 

Classification of Post-War Houses Erected in England and Wales, 
to September 1932. 


Marloy 

Committee’s 

Classification.^ 

Approximate Selling Prices. 

Number of 
Houses. 

Class A . 

Over £1,.‘100 in London and £1,000 elsewhere. 

420,000 

Class B . 

Between £(>00 and £1,300 in London and £400 

835,000 


j and £1,000 elsowhoro. | 

Class C . 

£000 or under in London and £100 or under elso- 

I 700,000 


whero. 

Total . 

1,955,000 


^ Tho Marloy Coiiiniittco’a classification is in terms of rateable value; the 
corresponding selling prices have boon cstiinatetl after a careful review of selling 
prices in relation to rateable value. 


Authorities, except the provision of houses which can be let at low 
rentals within the capacity of the lower-paid working classes. 
Thus over a wide Held of housing development private enterprise 
will be without competition. It is noteworthy that the Annual 
lleport of the Ministry of Health for 1930 31 did not regard it as 
unreasonable to assume the continuance of building by private 
enteri)nse during the ensuing five years at muclfthe same rate 
as that then obtaining. 

The statistics relating to the value of plans passed for dwelling- 
houses continue to be maintained at high levels ; and the current 
values, owing to the policy of the Ministry of Health in restricting 
Local Authorities’ building programmes, reflect a higher proportion 
of private enterprise than was the case a few years ago. Has the 
geographical redistribution of the nation’s industrial population 
entirely ceased? Has decentralisation in Greater London pro- 
ceeded to its farthest limits ? Recent investment developments, 
especially since the Conversion of 5 jx^r cent. War Loan, combined 
with the Government’s housing policy (including that relating 
to Rent Restrictions) have tended in some measure to restore 
property to favour as an investment *, and probably this ten- 
dency will continue. Certainly house-building is now a more 
No. 169.— VOL. XLIII. D 
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economic proposition than at any time since the war ; the financial 
conditions arc favourable and building costs appear to have 
reached a more or less stabilised level. It is well to remember, 
however, that this country — ^in common with the rest of the 
world, though Britain also has its own economic problem — is 
passing through an economic crisis of exceptional severity. Is it 
possible for the crisis to continue in its i)rcscn1r intensity for any 
considerable time without sooner or later influencing house- 
building activity in some way ? In fact, taking the short view, 
the course of the crisis may be the most important of the influences 
immediately determining development undertaken by private 
enterprise ; tin's especially applies to houses of higher and medium 
value. None the less, in view of past experience, one hesitates 
to be in the least dogmatic. Mr. Neville Chamberlain, who has 
had wide experience of the housing problem, writing a few years 
ago, doubted “ whether these calculations (of the needs of the 
future) are of much value.” Apart from population, “ other 
factors, economic, local, social, traditional, come in, and any 
estimates which do not take account of these are apt to be upset 
with disconcerting abruptness.” Housing represents a field so 
vast that all its implications and potentialities cannot easily be 
appreciated. Houses are a fundamental necessity of civilisation. 
Yet, strangely enough, housing has obviously, on a long view, 
been one of the least progressive elements in national life, espe- 
cially in comparison with such social amenities as, say, education, 
transport, communications, etc. Sooner or later there may be a 
real awakening ; and this is the more likely if the anticipations 
that the future will provide workers with more abundant leisure 
are well-founded. A measure of the extent of the field, in the 
financial sense, is provided by Sir Josiah Stamp’s estimate that 
all buildings (excluding land) account for approximately .pno- 
quarter of the nation’s net wealth of £18,045 million. In relation 
to this value building societies have advanced only £776 million 
since 1901 — the first year for which statistics regarding advances 
are available. 

Thus the short view has, as almost inevitably happens in 
housing discussions, imperceptibly traasformed itself into the 
longer view. The building societies, none the less, may fairly 
plead that they have a proper sense of the realities of the existing 
situation. There is still, as the Marley Committee on the Rent 
Restriction Acts pointed out, a considerable shortage of the 
smaller . working-class houses. The Housing Committee of the 
National Association of Building Societies recently published a 
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memorandum outlining a scheme whereby the building societies 
could co-operate with the Government, tho Local Authorities and 
the private investor in providing finance foi* such houses. It 
was recognised that this type of house constituted a special 
problem from the building society point of view ; many of these 
workers do not wish to buy their homes and in any case they 
would have difficulty in qualifying for a building society 
advance, especially in providing a personal stake in the property 
and giving evidence of ability to maintain the repayments. In 
short, the risk factor is much higher than in the ordinary range 
of building society business. The essentials of this building society 
scheme have been embodied in the Government’s latest Housing 
Bill. Briefly, the Bill (Clause 2) gives the Minister of Health power 
to approve proposals under which Local Authorities may under- 
take to guarantee two-thirds of the difference between the 
Iiercentage of 70 per cent, which would normally be advanced 
by a society and a maximum advance of 90 per cent- to a 
borrower who wishes to build houses for letting. The Govern- 
ment may undertake to reimburse the Local Authority to the 
extent of one-half of any loss which may be incurred, so that 
the additional risk will be shared equally by the State, the Local 
Authority and the building society. The type of house which 
the Bill contemplates costs rather less than £400 and can be let 
at about 105. per week, including rates. At the time of writing 
the Bill has passed only through the preliminary stages of its 
Parliamentary career and, consequently, opinion with regard to 
its possibilities has not fully developed; it should not be over- 
looked, however, that the initiative must be taken by the private 
investor, and not by the building society. The building societies 
cannot, by their normal operations, make any direct contribution 
to the solution of the slum problem, but by relieving pressure 
on other housing accommodation they facilitate transfer of the 
inadequately housed wherever this is possible. 

There remains the future of home-ownership — apart from new 
building — and this, as Table P, p. 30, indicated, has recently 
been notably gaining ground. The shorter view, however, hardly 
justifies more confident predictions than in the case*of house- 
building. An increasing preference for home-ownership is an 
indt|J;)itablc fact. The narrowing of the field of Rent Restriction 
proposed by the Government’s latest Bill dealing with this matter 
may offer a new stimulus, but a great deal will no doubt depend 
upon the course of employment and real wages in the near future. 
Whatever the next few years may hold, building societies have 

d2 
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an immense field for future labours. The number of houses 
which are owned by their occupiers is not known with any degree 
of exactness. The proportion of 1 in 5 is often accepted and, 
although this may be unduly conservative, it is clear that there is 
much scope for future building society activity. The building 
societies, for their part, will continue their missionary efforts in 
preaching the merits of home-ownership. They believe their 
case to be a strong one. The social and political virtues of a 
home-owning population, as compared with a rent-paying society, 
are legion. Home-ownership promotes thrift where little or none 
may be practised, since at the end of a term of years the borrower 
has an asset of considerable capital value which frequently he 
would not have possessed otherwise, and his annual outgoings 
while he is acquiring his home may be little, if any, higher than 
if he were renting a house; it increases personal self-respect; 
and it encourages civic pride and adds a wholesome stability to 
the political institutions of the State by giving the people “ a 
stake in the country.” Building society funds are employed in 
increasing the country’s capital resources at home in really worth- 
while directions; and this activity is free from the waste and 
misdirection which often accompanies joint-stock company 
finance. The building society mortgage service is not charac- 
terised by the defects which have distinguished some recent 
extensions of the hire-purchase system, for a house is one of the 
fundamental necessities of civilisation, has a long "life and is 
reasonably stable in value. It might be urged agdinst any* wide- 
spread homc-owTnership movement that it would unduly restrict 
the mobility of labour, but to-day, when the principle of collective 
bargaining has been so widely accepted, this is not likely to be a 
serious handicap to organised labour. The exact lines along 
which the building societies will s^ck to encourage further home- 
ownership remain to be seen, angles of approach wi^ 

j)robably have to be devised to supplement the traditional 
methods. The movement is sometimes counselled to'yesort to 
heroic measures, such as a drastic reduction in the mortgage- fato 
of interest. The societies have recently reduced their interest' 
rate for new advances by ^ per cent., with the r<58ult that the 
rate of 5^ per cent, is now widely current in London and the 
Home Counties. The societies have intimated tl^t the position 
of borrow^ers whose advances were arranged before the autumn of 
1932 will be reviewed after adequate experience of business und^ 
the changed conditions. Clearly the societies are pursuing a 
distinctly cautious p6licy, but they believe they have substantial 
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justification. Their responsibilities as custodians of the public’s 
savings are too onerous to enable them lightly to undertake 
experiments, however socially useful they may be. The grounds 
on which their policy is based vary in nature and range from the 
legal to the financial and economic. 

Thus — to indicate the grounds of policy in barest outline — the 
societies, on their mortgage side, are operating in the long-term 
loan market and their financial policy must be calculated to ensure 
adequate funds to finance their commitments over a period of 
years ; in this connection, it needs to be borne in mind that, as 
Table F, p. 16, suggested, the societies — or a number of them— pjare 
now linked up with the organised capital market and that their 
rates of interest must therefore be competitive : while, on the one 
hand, the societies have made a general reduction in their invest- 
ment rates of interest and have reduced their mortgage rate of 
interest only on new advances, on the other, circumstances have 
combined to curtail their disposable balance : under the Inland 
Revenue Authorities’ new income-tax regulations the societies’ 
income-tax liabilities have been increased by over 100 per cent. : 
the Conversion Operation and its rei)ercussions have reduced the 
income available from invested surplus funds, which, owing to 
some slackening in mortgage business during 1932 and the 
probability that some of the money recently placed with the 
societies will be withdraum on any considerable revival in Stock 
Exchange wid mnv capital issue activity, must be maintained in 
substantially greater volume than is normally the case. The 
precise degree in which any return to normal in the money and 
investment markets will react on building society finance remains 
to be seen; this also applies to the extent to which they will 
need to attract new savings fn the future, and to the volume in 
which new Savings ^vill then be available. At the time of writing 
most of the larger societies have applied restrictions to their 
investment depaa^tments ; several of the larger Metropolitan 
institutions have, restricted the additional sums wliich old mem- 
bers may iijvest, while new members may not open accounts 
except for modest amounts. A factor of the first importance in 
building society finance in the future will be the repayments 
received in connection with existing advances. As a result of 
the recent rapid expaftsion in the societies’ mortgage asset, this 
figure now assumes considerable dimensions. The Chief Regis- 
trar, in his report for 1930, gives repayments for all societies as 
£57-7 million. The mean mortgage balance outstanding during 
that year was £292 million, so that each £1,000,000 of mortgage 



38 


THE ECONOMIC JOUBNAL 


[MARCH 


asset produced an average annual repayment of £197,000, It is 
somewhat difficult to estimate the societies* present mortgage 
asset, m the ahsetice ol official statistics mote lecent than l^^O 
and owing to the rather differing experience ol societies during 
the past year or two. Assuming a figure of £390 million, however, 
it is apparent that the repayments may now range between £70 
and £80 million annually, which is equal to over three-quarters of 
the sum advanced during 1931 — ^the peak year for which statistics 
are available. It is not necessary to emphasise the bearing of this 
factor upon building society finance, though it should be judged 
in relation to the other factors in the situation. 

The margin of income on which building societies work is 
generally considered to be distinctly modest. The Chief Eegis- 
trar’s report for 1930 shows that the average rate of interest 
charged on advances — the principal revenue earning asset — ^was 
5-82 per cent., while the average rate of interest paid on share 
capital — the main source of funds — was 4*65 per cent., thus leaving 
a margin of 1-17 per cent. From this margin the societies had 
to meet their management expenses, make transfers to reserve 
funds, etc. Under existing conditions, as a result of the revision 
of interest rates recently effected, the margin is doubtless rather 
wider than in 1930, but it can hardly be regarded as unreasonably 
wider in view of the new factors tending to restrict the societies* 
disposable balance. In any case, the societies definitely consider 
the present a transition stage and will be prepared to make any 
amendments that experience indicates to be necessary. The 
management expenses, broadly speaking, are certainly economical. 
They have varied somewhat since the war, but latterly have shown* 
a declining tendency. The average management expenses per 
£1,000 of mortgages outstanding was £6*59 in 1931. In his report 
for 1924 — when management expenses were about £1 per £l,0l)0 
of mortgages higher — the Chief Kegistrar remarked that, “ Taking 
a general view the figures show that the management of building 
societies, as a whole, is conducted in a very economical manner.** 
Building societies, indeed, have a long tradition of public 
service in which profit-making i)urely for their shareholders* or 
their own enrichment has had no part. They approximate 
closely to those institutions which Mr. J. M. Keynes describes 
in The End of Laissez-Faire as “ socialising themselves,’* because 
“ the general stability and reputation of the institution are more 
considered by the management than the maximum of profit for 
the shareholders. The shareholders must be satisfied by con- 
ventionally adequate dividends; but once this is secured, the 
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direct interest -of the management often consists in avoiding 
criticism from thef public and from the customers of the 
concern.” 

During the post-war years building societies have disx^ayed 
great — ^perhaps even surprising — powers of adaptability. The 
future may make hardly less heavy demands upon this quality. 
The societies’ history during the years 1918-31 strongly suggests 
that they may not be found wanting. 

Harold Bellman 

Abbey Road Building Society, 



TAXATION OF CO-OPERATIVE DIVIDEND 


1. The question of the assessment to income tax of the 
co-operative dividend on purchases has historical, legal, and 
economic aspects. In the first place, what was the intention of 
the Income Tax Acts, and the Industrial and Provident .Societies 
Acts? Secondly, since it is a particular income tax that we 
have to consider, is an exemption of these dividends fair, in view 
of other profits which ai e taxed ? Thirdly, what arc the economics 
of mutual trade, when the Societies deal with a variety of pro- 
ducts, and when they depend on an outside market of traders 
and emifioyccs ? 

A Committee of Inquiry on the subject has reported to the 
Chancellor of the Exchequer. It cannot be said to be a settled 
question in any of its aspects. The legal decision which deter- 
mined the law in 18S9, as well as the later case of 1927, applied 
to insurance societies, which are not in all respects representative 
of trading societies. 1'he Inland Revenue, which had issued in 
1901 and 1905 economic memoranda based on the decision of 
1889, gave much less confident evidence to the Income Tax 
Commission of 1918, and was the appellant in tlie case of 1927, 
having endeavoured to levy tax on the surplus of mutual insur- 
ance. In a reservation to the Report of the Income Tax Com- 
mission, the economic validity of the a])plication to co-operative 
dividend of the theory of mutual trading was definitely challenged 
by Messrs. Stamp and McClintock. The Commission as a whole 
reported that part of the surplus, the part put to reserve, should 
bo taxed. 

The importance of the question is not the amount of additional 
revenue which could be obtained by taxing the dividend. It has 
been estimated that co-operative Societies do about 15 per cent, 
of the retail trade in their goods, but their members are not a 
sample of income taxpayers as a whole, and the estimate given 
to the Commission of 1918 was that at that time the gain to 
the revenue would be only about £500,000, and the whole revenue 
about £1,000,000. It was also agreed then that, the dividend 
being considered exempt, the Societies paid more tax than if 
other profits under Schedule D were strictly assessed. The 
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present position is of the nature of a working compromise, which 
saves the revenue the expense and trouble of very numerous 
claims for repayment. The importance of the question is indi- 
cated by the appointment of the present Committee, and is 
firstly one of the attitude of private traders. There is consider- 
able acrimony in the manner in which they have presented their 
case, particularly to the Departmental Committee of 1904-5. 
This is due partly to their opinion that, when all is said, an 
increasing volume of trade is not making its due contribution to 
income tax ; partly to the conditions of price maintenance which 
are being applied to an increasing range of consumable goods, 
which conditions it is thought the societies do not observe, on 
the ground that the dividend on purchases is a concealed form 
of price-cutting. Again, it is important to consider what would 
happen to the revenue from income tax if co-operation extended 
to trades where the buyers would not be exempt because of the 
level of their individual incomes, and therefore what is happen- 
ing in the transitional stage when co-operative and private 
trading coexist. In a co-operative commonwealth, would income 
tax have to bo applied to tlic whole surplus in defence of its pro- 
ductivity ? Or would there have to be some other tax, which 
would also encroach on the trading surplus ? What is the reflec- 
tion on existing practice of the assumption of its indefinite 
extension? We already have the fact that E.P.D. had to be 
expressly levied during the War on the purchasers’ dividend. 
It will be relevant later to note what has boon done in Russia. 

2. We may first consider the intention of the Acts, or if they 
show any intention. My view is that up to the end of the ’eighties, 
the law was supposed to make individuals liable, if they were 
not exempt on income grounds, to be assessed on the dividend. 
There arc two sets of Acts to consider — the special Societies’ 
Acts, and the Income Tax Acts. 

It docs not seem to have been the intention of the Income 
Tax Acts to exempt societies generally because of their social 
purposes. In 1842, charitable bodies were exempted from charge 
as regards both investments and profits, and small Friendly 
Societies as regards investments only. But profits under Schedule 
D were in the Acts of 1842 and 1853 taxable in respect of “ bodies 
politic, corporate or collegiate, comxmuics, fraternities, fellow- 
ships, or societies of persons,” wdio were to be charged with 
“ such the like duties as any person will be chargeable with,” in 
respect of any “ Art, Mystery, Adventure, or concern carried on 
by them,” as regards the “ profits or gains arising or accruing.” 
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There is no legal mention of mutual trading, and no legal definition 
of profit. 

But it was under the legis of the Friendly Societies Acts that 
the Industrial and Provident Societies obtained their first exemp- 
tion from direct assessment. In the first special Act of 1852, 
and in the Income Tax Act of 1853, they are regarded as a type 
of Friendly Society, being such Friendly Societies as attain their 
objects “ by carrying on or exercising in common any labour, 
trade, or handicraft,” and their rules are to provide in the first 
instance “ for allowing payments to be made from time to time 
to all members of the Society in respect of any work or service 
which they may do or perform for or on behalf of the Society.” 
It appears to have been supposed that there was a considerable 
degree of mutuality in work between the members, such as did 
happen in the early days of co-operation. The Societies obtained 
in 1852 the exemption existing for Friendly Societies from direct 
taxation on investments, and w^hen, in 1853, the Friendly Societies 
obtained exemption also as regards profits, this was by the 
implication of the w'ords of the Act of 1852 extended to the 
Industrial and Provident Societies. Even in the second special 
Act of 1802, though they were no longer defined as carrying on 
their adventure in common^ their exemption is not yet on their 
own merits, but is to be the same as that given to the Friendly 
Societies. 

The assumptions as to the nature of the Industrial and Provi- 
dent Societies changed in more than one way. Wliilc in the 
Act of 1876 they are still defined as carrying on any “ labour, 
trade, or handicraft,” in the Act of 1893 they arc simply Societies 
“ for carrying on any industries, businesses, or trades ” specified 
in their rules. Again, in the Acts of 1802, 1807, and 1876, the 
limitation of the interest of any member is £200 in the Society 
or its funds, but in 1893 this applies only to the shares; and, 
since minors could be members since 1876, a considerable exten- 
sion of investment interest was possible for a household. It has 
never been a matter of their legal constitution that a dividend 
should be paid on purchases. As long as there was a limitation 
in the rate of share interest to 5 per cent., something else had to 
be done with the surplus over that, but this limitation was 
removed in 1862. They must now simply have a “ rule as to the 
application of profits.” 

With these changes in their nature, there appears since the 
Act of 1867 the clause that the exemption from assessment is not 
to apply to members of the Societies if they are otherwise liable. 
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In 1867 and 1876, the clause was in the form that it applied to 
members who received a portion of the profits, but the words in 
1893 are that no member is “ exempt from any assessment under 
Schedule C and D,” to which he would otherwise be liable. The 
then ruling Income Tax Act of 1853 said that Schedule D was “ in 
respect of the annual profits or gains arising or accruing to any 
person or persons whatever, from any kind of profits, or from 
any annuities, allowances, or stipends . . . and in respect of 
. . . other annual profits not changed by virtue of any of the 
other Schedules.’* Since 1842, there has been a rule of the income 
tax that, in estimating taxable profits, “ no deduction shall be 
made on account of any annual interest or any annuity or other 
annual payment payable out of such profits or gains.” 

What, then, is the significance of the insertion of this clause 
as to personal liability t The most likely interpretation is that 
the growth of the Societies, and the changes in their form, caused 
its insertion. Indeed, there is good evidence that there was a 
presumption of individual liability, but that for a time nothing 
was done about it, on the ground of low incomes. This appears 
in the following w«ays. First, by the evidence given by Mr. 
Holyoake to the Committee on Co-operative Stores in 1879. He 
said that “ they always attempted to lay income tax upon us. 
If the Government chose, it could levy income tax on all Societies, 
but our members arc too poor to be responsible for it.” And 
again : “ We have no exemption except from registration fees, 
and wo seek no exemption from general taxation. Those who 
arc exempted are protected by the charity of the State. We 
intend to pay our share of the common taxation; if we can’t 
pay, it is our misfortune, not our fault.” The Society is exempt, 
but if any part of the profit comes to me, I should be bound 
to report it.” Secondly, by the fact that, while the Act of 1867 
required the Societies to send lists to the revenue authorities of 
members to whom payments of a certain size were made, this 
clause was dropped in 1876, having been found useless. Thirdly, 
by what seems the decisive fact that the Surveyor of Taxes did 
assess the dividend of mutual trade in a very clear case, and 
succeeded in both the Queen’s Bench Division and the Court of 
Appeal. In the House of Lords in 1889 the judgment was given 
against him. Of all the judges who heard this case, seven were 
for taxing and four against. This is the case by which the law is 
now interpreted. 

The now ruling Act of 1893, in spite of this judgment, repeated 
the personal liability clause, as also did the Income Tax Act of 
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1918. Of course, under Schedule D, there was the possibility 
that profits on non-member trade and public contracts might 
have to be assessed, and it might be held that this explains the 
clause, there being something else than the dividend for it to 
refer to. It is also possible to interpret it as referring specially 
to Schedule C, since this is mentioned along with Schedule D, 
and there is no doubt of personal liability under C. Besides, not 
all Industrial and Provident Societies arc co-operatives. Never- 
theless, I think that the absence of an explicit exemption of 
dividends to purchasers, after the decision of 1889, maintained 
a doubt. That decision was in an insurance case, a not unim- 
portant Jirnitation. 

3. This V)eing the legal story, lot us turn to the judicial inter- 
pretations. It is on them that the present exemption rests, by 
extension from insurance to mutual trade generally. There are 
four steps in the interpretation. The details are appended. In 
the first (Padslow) case, it was decided that a mutual Society is 
for the profit or gain of its members, as profit is understood by 
the Companies’ Act. In the second {Mersey) case, it was decided 
that a profit depends on how it is made, not on the use to which 
it is put. The Mersey Docks and Harbours Board was held 
liable <m its profits, even if they were applied in reduction of the 
rates of Liverpool. ‘‘ The gains of a trade are that which is 
gained by the trading, for whatever purpose it is used. Whether 
it is gained for the benefit of a community or of individuals, 
whether the benefit is to be gained by individuals or by lightening 
public burdens, it is the same.” In this case, the profits were 
largely if not mainly derived from dues levied on persons who 
were not rate-payers; it was non-member trading. But the 
principle established is important, and was followed up later. 
In Last's case, it was decided that, if a company contracts to 
give to a grouj) of its customers a definite share in the profits 
arising solely out of their custom (reserving another share to its 
own shareholders), the former share is taxable as well as the 
latter, and is not an expense to be deducted. If a trader gives, 
by coupons or otherwise, a bonus to customers, that is a deductible 
expense. But this case decided that it must be held possible to 
make such a contract as one for a share in the 'profits. This was 
an insurance case, the receivers of the share in profits being the 
holders of participating policies, and the Company also did other 
insurance business on an ordinary basis. The beneficiaries were 
not as such members of the company, though their dividend 
arose entirely out of their own transactions with it. In one 
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sense, there was not mutuality, in another there was a degree 
of mutuality. The rule of 1842, referred to above, and the 
Mersey case, were applied in this judgment, which is not always 
thought to be good law. But it is law that definite terms of 
division of profit are not an expense to those who give the terms. 
It was not therefore surprising that in Styles' case, the Surveyor 
of Taxes charged to income tax the returns to participating 
policy-holders of the bonuses of an insurance society, of which 
they were the only members, and which had no shares. By 
continuity with the previous cases, the lower Courts unanimously 
allowed the tax, but the House of Lords disallowed it. The 
doctrine of mutual trade was expounded by the Law Lords, and 
Last's case was distinguished by the fact of the non-membership 
of the beneficiaries. When, in 1921, another Surveyor of Taxes 
assessed the whole surplus of another insurance Society, which 
also had no shares and whose members were identical with the 
insured, on the ground that the surplus was all put to reserve, 
he was defeated in all three Co\irts on the precedent of Styles’ 
case.^ But it is notable that he (that is, the Crown) took it to 
the Lords. 

A layman can only comment on what seem to be imperfect 
applications of these insurance cases to trading as a whole. 
First, in insurance there is only one thing dealt in ; as if a Co- 
operative Society sold nothing but tea. Then the purchaser 
would be receiving dividend strictly on his own purchases. And 
each person has only one transaction a year. The judgments 
appear to owe much of their force to the simplicity of the case. 
The fact of incorporation could then easily be, as it was, allowed 
to be immaterial to the “ return of the over-charge.’’ And 
secondly, the thing dealt in in insurance is practically beyond 
the control of the Society; it is the death-rate of the members. 
The economies of trading and management and emplojinent 
are here represented only by the care with which the lives — ^that 
is, the members — arc originally selected. One may doubt if this 
is a convincing precedent from which to argue to the turn-over 
of funds ill trade, largely in purchases from non-member sellers, 
and through the extensive employment of what as such is non- 
member — that is, non-participating labour. 

4. A word may be added on the attitude of the Inland 
Revenue. It issued Memoranda in 1901 and 1904, in which it 
confidently applied the legal decisions to the co-operative divi- 
dend. “ It would be absurd to argue that, merely because the 

^ S. W. Lancs. Coal-owners' Association Case, 
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Societies, instead of realising their savings in the immediate 
form of low prices, choose to pay higher prices and to make a 
distribution of dividend, the members have added to their taxable 
income.” “ Their main object is not profit, but joint saving 
by members.” These views were accepted by the Departmental 
Committee of 1904-5. But the witness of the Eevenue to the 
Income Tax Commission spoke rather differently. “ The ques- 
tion is one of law, and, as such, the Board are advised, in the light 
of decided cases, that it admits of no reasonable doubt.” The 
chief witness on the other side was pressed with the statement 
that he was asking the Commission “ to set aside the considered 
opinion oi (among others) every official of the Board of Inland 
Revenue ”; but the Board’s witness went on to say that it was 
“perfectly clear from the Styles case that . . . the Revenue 
took up the position that the so-called dividends were taxable 
and should be taxed, but the Courts took the other view.” 
“ That,” he added, “ is the whole trouble that we have been faced 
with.” 1 It was after this that the Revenue again endeavoured 
to assess mutual profits, in the Lancashire Coal-owners’ case. 
E.P.D. had been expressly levied in 1915. The Income Tax 
Commission held the dividend to be non-taxable, except the 
amount put to reserve, and none of it is now taxed. 

5. What we have to discuss as economists is the judgment 
of 1889, for the opinions then given cover the ground of the 
later contentions, which are often taken for granted. 

First, there is the ’sdew that the dividend cannot be a profit, 
because the Societies can affect its amount by charging higher 
or lower prices. They can abolish it by selling at cost. It there- 
fore represents the consumers’ surplus of a method of doing 
business. Counsel for the appellant argued that “this con- 
sideration is conclusive as to its not being profit.” Lord 
Macnaghten argued that “ if a profit can be made in that way 
(by over-charging themselves) there is a field for profitable 
enterprise capable of indefinite extension,” and Lord Herschell 
that “ some fallacy must surely lurk in an argument which would 
lead to such a conclusion.” This point was not directly taken 
in cither of the dissenting judgments, a notable omission. Now 
I do not feel convinced by this line of argument. For it is 
impossible to say what would be the comj)etitivc reactions if the 
Societies were to sell at cost and without dividend. The private 
traders have in their evidence welcomed the suggestion, and said 


^ Qn. 18,167, 19,629, 19,083, 19,616. 
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that they would know how to meet it.^ If the market met the 
lower prices, the dividend would disappear, and there would be 
no reason for dealing with a co-operative rather than with any 
other shop. It does not then follow that the Societies could pay 
an economic interest on capital and clear their books.^ The 
dividend k regarded, in fact, as an essential practice for the reten- 
tion of custom. Nor is it certain that they could retain the custom 
by selling much above the market prices ; members do not re- 
strict their purchases to the Society to which they belong. 
Subject to the market conditions which determine its scope, the 
dividend is a trade practice or device, the effect of which is to 
create (together with the influence of the co-operative ideal) a 
measure of preferential buying, and so a greater volume of sales. 

Secondly, and related to this, is the view of the return of an 
over-charge. The arguments gave force to this by taking very 
simple cases. Suppose, it w^as said, that five men contribute 
£10 each for a tour the expenses of which come to only £40; 
is the £10 which is returned a x)rofit ? If what is implied is more 
purse-bearing by one member of the party, who cannot effect 
the costs of a predetermined journey, the answer wmld be no. 
But if, by having £50 in hand, he is able to risk adventures which 
turn out fortunately, so that the wdiole cost is then only £40, it 
is not so clear ; there has been a larger real income than in the 
former case, ’i'hc full contribution was necessary to the enter- 
prise and its result. I have already j)ointed out that insurance 
was not the best of xu’ccedents for a generalisation; and Lord 
Watson’s remarks w ere coloured by their application to insurance, 
lie said : “ When a number of individuals contribute funds for 
a common purpose, such as the jmyment to some or all of them 
on the occurrence of events certain (n.b.) or uncertain, and stijm- 
lato that tlieir contributions, so far as not required for that pur- 
pose, shall be repaid to them, I cannot conceive why they should 
be regarded as traders, or why the contributions returned to 
them should be regarded as jirofits.” I submit that we are not 
dealing with so sinijile an operation as putting down a shilling 
for a tenpenny article, and getting the change quarterly in a 
lump sum. It is by trading with shillings that the tenjxjnny 
cost is made possible. The ex iiosi facto argument w\as met by 
Lord Halsbury as follows ; “ If it were true that each individual 
did only subscribe what w'as supjioscd to be necessary to accom- 

^ Especially to the Departmental Committee of 1904-f>. 

* A golfor wins a hole with the help of a handicap stroke. It docs not follow 
that he would have halved it without the stroke. The stroke affected the play. 
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plish the desired object, and that either miscalculation or some- 
thing else at the time of the original subscription made that sub- 
scription excessive, and that the individual subscriber got back 
his excessive subscription and no more, or only such a sum as 
would make up the difference between his actual and what I 
will call his proper subscription, I could follow the argument. 
But I do not so understand the facts. The associated adven- 
turers get their original subscriptions and something more ; . . . 
they get their proportionate share of the good trading or fortunate 
adventure which has taken place during the year.” In other 
w'ords, as 1 understand it, the risks against which the insured 
enjoyed in the interim the security of insurance were the proper 
market risks, and they could not have enjoyed that security for 
lower premiums than they paid. The unknowns at the time of 
subscription cannot, on the analogy of the “ change ” in a money 
payment, be treated later as if they had been knowns. The 
subscribers were not over-charged for their security, but made 
a profit in the only way in which life insurance ever does make a 
profit, by the luck of the death-rate, if the management was 
competent in selecting the subscribers. Anyone who invests 
£5000 for an expected rate of interest of 4 per cent., and realises 
5 per cent., may regard the transaction as having given him the 
expected income for £4000 ; but the w ay in which he looks at it 
docs not alter the nature of the gain. He might also say tliat the 
transaction had saved him his rent. Any extra profit can, after 
the event, be related to t<hc original charge as a virtual deduction. 
But it does not follow that, if every investor in this instance had 
invested only four -fifths of what he did invest, there would have 
been an extra profit to distribute. In the same w’ay, the co- 
operative market prices created the funds whose turnover Wcas 
needed for the scale of the enterprise, and for the employment 
of labour and management of adequate efficiency. The “ return 
of over-charge ” appears to me to be an arbitrary account of the 
facts. 

This may be looked at also in the light of a distinction of old 
standing in the theory of taxation, between the basis, the source, 
and the appliempn of resources. A tax based on. income may 
come out of ca]^al and be applied to cither. The co-operative 
dividend is based on purchase j^rices, but it may be due to costs, 
and it may be applied in various w’^ays. It need not be considered 
as applied to the original prices as a deduction. Suppose that 
it were distributed in the form of family allowances, so much 
for an adult and so much for a child. Its basis and source would 
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bo the same, but it would lose its reference to the prices. Would 
it then be possible to view it in the light of the over-charge 
idea ? We are in the habit of regarding a dividend as a proportion 
of something, and if not of capital, then of prices ; but need it 
be considered as anything but a realised sum ? We need not api)ly 
it to its basis at all. 

Thirdly, there is the question of mutuality. This is not to 
be taken as that individttal mutuality which means that the 
receiver of dividend relates it to his price as a deduction. Nor 
does it seem to bo quite relevant to apply the maxim that “ a 
man cannot trade with himself to a Society of persons who 
deal entirely with each other; such a Society would, it is true, 
have no ‘‘ in-come ” from outside, and looked at as a whole it 
would be called entirely mutual. It is not Societies that are 
taxable, but individuals; to cut out the individual relations is 
to cut out the problem. Again, there are accidental aspects of 
mutuality which do not theoretically matter, such as common 
locality, nationality, or social class. 

The question of motive must also be taken out of the meaning 
of mutuality. Three of the Law Lords made this a reinforcing 
idea. In the conditions of the dividend, the members “ cannot 
be regarded as carrying on a trade or vocation for the purpose of 
earning profit.” Two of them went furtlier, and held that a 
mutual body did not do any trade. This interpretation bad to 
be rejected in a later judgment, when Corporation Profits Tax 
was levied.^ Mutuality must not be given any special savour; 
and the law does not exemj)t good motives, if a profit is made. 
A Bible Society is taxable on its profits from the sale of hymn- 
books. It is frequently held that the aim of co-operation is to 
create saving and thrift, but a person can save allowances, or 
profits, or anything else. 

When formal association subject to law and regulations is 
necessary to any such enterprise, the individual who is both 
member and customer cannot claim exciui^tion from profit- 
maldng on the ground tliat he ‘"cannot trade with himself,” 
unless he could escape other obligations on the ground that 
he cannot make a contract with or owe a debt tp- himself. 

The Law Lords held that the identity ot^memhers and cus- 
tomers created mutuality, and that therefore Styles’ case w^as 
different from Last’s case. It was different in that aspect of 
mutuality. But it was similar in another aspect of mutuality 
— ^namely, that the insured persons were associated together as 

‘ Cornish Mutual Assnrame Co, (1926). 
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a special group with a separate account, and that by their number 
they made possible the gain to each in relation to the law of 
averages. This is what corresponds to the association of co- 
operators as individuals to purchase from the same shop. It is 
the special factor of goodwill, and it separately contributes to 
the gain of the organisation. 

It appears that the English co-operative societies make 
about twice the profit on turn-over of ordinary retail trade. 
Mr. Neal thinks that the ordinary margin for a progressive 
business is about 4 per cent., and this is verified by Mr. Dobbs, 
who gives a rate varying for different trades between 3 and 6 
per cent.*^ With the dividend, the co-operatives pay, according 
to tlie returns, about 10 per cent. They sell at market prices. 
Their average shop has ten times the turnover of the average 
independent shop, and twice that of the chain-store unit.^ 
Unless their average shop requires five times the capitalisation 
of the latter, which is very unlikely, they must have some special 
source of profit to account for the difference. This is the goodwill 
which comes from the more or less implicit association of the 
members as purcliasers, a special aspect of mutuality, which 
lessens es 2 )ecially the cost of advertisement.® 

We cannot put this extra gain aside as not profit, on the 
ground that it docs not obtain in any ordinary company. An 
extra gain is to be expected, due to the efforts and sacrifices of 
the associated members, who deliberately do not buy elsewhere. 
Professor Pigou i)ut it to a witness before the Income Tax Com- 
mission that the interest on share cajutal and expenses of manage- 
ment of an ordinary firm arc fully allowed for in co-operative 
share interest and expenses of management, and were there to 
tax if there were no other surplus; so that, if co-operation 
extended over the whole of industry, “the profit left to tax 
would be exactly the same as it is at present, because dividend 
is something over and above what the ordinary company calls 
proilt.’’ ^ I think that ii the dividend comes from goodwill, 
an ordinary company would call it profit ; if it is a taxable profit, 
there would be more to tax if co-operation spread, because the 
selling would have more reliable markets. 

^ Neal, Rntailing and the Public, p. 124; Braithwaito and Dobbs, Diatribution 
of Conaumabk (hods, p. 270. 

® Dobbs, op. cit., p. 238. 

Mr. Neal gives figures to show that a cash trading policy would save at 
least 5 per cent, of tho gross margin, which is about tho differonco shown by tho 
above data (10 per cent, less 4). Op, cit,, p. 123. 

* Qn. 18,632-7. 
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This degree of mutuality may exist, and cause profit, with- 
out the other mutuality which is due to the identity of members 
and customers. If persons arc associated as customers, they 
may, as in Last’s case, receive the profit of that association by 
contract with other persons who do the management, in which 
case they will not receive the whole of the profit ; or they may 
do their own management, as in Styles’ case, or that of a trading 
co-operative Society. But the question how the management 
is done does not affect the nature of the gain which arises from 
the purchasers’ mutuality. In Last’s and Styles’ cases that was 
the same. And that is the question of the special dividend. 
This question was not dissolved by reference to the shareholder- 
purchaser mutuality, for it did not depend on that. Last’s case 
showed that it did not. It separated the two meanings of 
mutuality. Indeed, Lord Bramwell, who supported the Styles 
judgment, had pointed out in Last’s case that, in order to escape 
liability, “ as far as insurance companies are concerned, all they 
will have to do will be to alter their language ” — and a profit 
will disappear ! Not for economics. 

The meaning of mutuality has not really been made clear, 
and the Law Lords were content to separate Styles’ case formally 
from Last’s, as a matter of the management of the funds. They 
did not explain why this separation made a difference to the 
meaning of profit. They tended to move over in their argu- 
ments to what is quite different, the over-charge theory. If my 
argument is right, the judgment in Last’s case was good 
economics, and the maxim of the Mersey case that a profit 
depends on how it is made, which Last’s case applied, retains 
its authority.^ 

There is no presumption in dealing thus as economists with 
the legal decisions. It has been pointed out that a majority of 
all the judges who heard Styles’ case were for the tax. In 1927, 
the Crown again took the question to the House of Lords, and 
claimed tax on the whole surplus of another mutual assurance 
Society which had no shares and no outside trade.® It was 
possible for Lord Halsbury, as Lord Chancellor, to say in Styles’ 
case that as regards the profit-making he could not see any 
difference from Last’s case. The Inland Revenue witness to the 
Income Tax Commission, pressed as to the definition of mutual 
trade, said it was “ something between trading with oneself and 
^ Since tJiis wa.s written, the new voluino of Tax Case3 carries the matter 
further by the remarkable decision in Municipal Mutual Insurance Ltd, v. Hills. 
This is appended, with comment on ita bearing. 

* iS.W. Lancs, Coal-owners' Association, 

£ 2 
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trading with other people,” and that a profit depended on how 
it was made “ except in mutual trade.” These uncertainties 
justify economic argument on the judgments. 

Fourthly, there is another consideration which arises out of 
the actual administration of co-operative Societies. They are 
free to decide on the application of their whole profit. As a 
matter of custom, they pay usually 5 per cent, on share capital, 
and the rest to the purchasers. But they could pay only 2 per 
cent, on their shares, and so increase the dividend. It is there- 
fore in their own discretion to say whether a part of their whole 
profit is taxable or not, so long as individuals are liable on share 
interest only. It is difficult to reconcile this discretion with any 
principle of taxation, and it would be an important resource if 
co-operation extended to trade between other than working- 
class customers. 

Fifthly, the view that an organisation can only make real 
profit out of dealings udth non-members cannot bo limited to 
the idea of non-member 2)urc1iaser^s, When the organisation is 
one which employs a great deal of labour which, as such, docs 
not participate in dividends, argument is possible that on this 
ground the gains are profits. 

Lastly, I return to what was called in the beginning the 
volume of trade argument. If co-operation were to extend 
generally, would the revenue from income tax not be seriously 
affected, so long as the purchasers’ dividend was exempt? 
Large amounts of profit would be turned into mutual gains, 
by a different basis of distribution. But a change of basis of 
distribution is irrelevant to the real causation of profit. Yet 
on the theory of mutuality as established by the judgments, 
this change will affect the amount taxable. This w^as the point 
urged in vsome questions put to the co-operative witnesses before 
the Commission by Mrs. Knowles,^ and answ^ered by the state- 
ment that “ our purpose is to do aw'ay with profit.” It is plain 
that, if this went far, either a new tax would have to be inijmsed, 
like the Corporation Profits tax or a turnover tax, or income 
tax w^ould have definitely to be applied by statute to the surpluses 
going to purchasers. I’hc private traders always urge that a 
“ volume of trade ” is escaping taxation, but their objection 
only comes to anything if co-operation spreads far beyond its 
2 )rescnt boundiiries. Reflection on what is happening in the 
interim may be obtained from the example of Russia. There 
the co-operatives arc the public system of distribution, covering 

» Qn. 18,871-3. 
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most of the field of distribution of consumable goods, and with 
this extension of their bounds it is found necessary to levy on 
their profits both a turnover tax and an income tax of 10 per cent.^ 
The achievements of working-class co-operation arc in its 
democratic system of government and its wider distribution of 
profit. While I do not think it is valid to deny the fact of profit, 
that movement need not be concerned over the argument pre- 
sented in this paper. Its members will be exempt on income 
grounds to such an extent that the Revenue will prefer some 
compromise arrangement, rather than be faced with a multitude 
of claims for repayment. A compounding rate of a few pence 
in the pound on the dividend would mean very little, since other 
adjustments of the present taxation under other Schedules would 
be necessary. It would be as well to give private traders no 
reason for the pres(iut acrimony. It follows, too, from my 
argument that the idea is mistaken which regards the dividend 
as a concealed form of price-cutting ; while the return of 
over-charge ” or ‘‘ rebate ” theory does give colour to this idea. 
But, apart from the point of theory, there is the possibility of 
further development of the co-operative method. The Rochdale 
Pioneers did not intend to show how capitalists of greater per- 
sonal resources could escape from income tax on profits “ by 
altering their language.” ^ ^ MArGREGon 

SUMMARY OF CASES 

Padsiow Assurance Association : — 

By the rules of a mutual marine insurance association, it 
was provided that all persons who effected an insurance should 
be members. In case of the total loss of a vessel, the members 
were to pay the loser the amount for which he had insured it, 
rateably. . . . 

Held, that although the business of the association had not 
for its object the acquisition of gain by the association, it had 
for its object the acquisition of gain by the individual members. 

(Chancery Cases, Vol. 20, 1882.) 

Mersey Docks and U arbour Board v. Lucas {Surveyor of Taxes). 

A corporation was constituted for the management of the 
Mersey Dock estate by an Act which provided that the moneys 
to be received by them from their dock dues and other sources 
of revenue should be applied in payment of expenses, interest 
upon debts, construction of \rorks, and management of the 

^ Hoensol, Economic Policy of Soviet Russia, p. 142. 
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estate ; and that the surplus should be applied to a sinking fund 
for the extinction of the principal of the debts ; and that after 
such extinction the rates should be reduced ; and that except as 
aforesaid the moneys should not be applied for any other purpose 
whatsoever : — 

Hdd, that under the Income Tax Acts the corporation was 
liable to income tax in respect of the surplus, though applicable 
to the above-named purpose only. 

(Appeal Cases, Vol. 8, 1882.) 

Last (Surveyor of Taxes) v. Lorulon Assurance Corporation, 

A life insurance company issued “ participating policies ” 
at an increased premium, according to the terms of which at the 
end of each quinquennial period the “ gross profit ” of such 
policies were thus dealt with : two-thirds were returned by way 
of bonus or abatement of premiums to the holders of such 
policies then in force; the remaining third went to the com- 
pany who bore the whole expenses of the business, the portion 
remaining after payment of expenses constituting the only 
profit available for distribution among the shareholders : — 

Held, reversing the decision of the Court of Appeal, that 
the two-thirds returned to the policy-holders were “ annual 
j3rofits or gains ” and assessable to income tax. 

(Appeal Cases, Vol. 10, 1885.) 

New York IJfe Insurance Company v. Styles (Surveyor of Taxes), 
A life insurance company had no shares or shareholders. 
The only members were the holders of participating policies, 
each of whom was entitled to a share of the assets and liable 
to all losses. A calculation was made by the company of the 
probable death rate among the members and of the probable 
expenses and other liabilities, and the amount claimed for 
premiums from members was commensurate therewith. An 
account was annually taken, and the greater part of the surplus 
of such premiums over expenditure referable to these policies 
was returned to the policy-holders as bonus, either by addition 
to the sums insured or in reduction of future premiums. The 
remainder of the surplus was carried forward as funds in hand 
to the credit of the general body of the members. It being 
admitted that the income derived by the company from invest- 
ments, and from all transactions with persons not members, was 
assessable to income tax : — 

Held by four Law Lords that no part of the premium income 
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received under participating policies was liable to be assessed 
to income tax as profit or gains under Schedule i) ; and that 
Last V. London Assurance Corporation was distinguishable, 
the income in that case being derived from transactions with 
persons not members, and not (as in the present case) from 
mutual insurances between members only : — 

Heldy by the Lord Chancellor and one other Law Lord, that 
Last’s case governed the present case, and that the surplus 
returned or credited to members was liable to income tax. 

(Appeal Cases, Vol. 14, 1889.) 

Jones V. S. W. Lancs, Coal-owners' Association, Lid, 

A company limited by guarantee had for its sole effective 
purpose the indemnity of its members in respect of fatal accidents 
to workmen. It was a purely mutual concern. A fund was to 
be established by means of ordinary calls upon the members. 
At the end of each year the surplus of the fund was to be carried 
to a reserve fund. 

Held, that the surplus did not constitute profit liable to 
income tax. 

Styles’ case applied. Cases, 1927.) 

Municipal Mutual Insurance Ltd, v. Hills [Inspector of Taxes), 

This Company had no shares. Its effective control was in 
the hands of the fire-policy holders, who alone were entitled, in 
case of a winding-up, to the surplus assets. The Company under- 
took other forms of insurance. The surplus was applied to 
cumulative reductions of fire premiums, but not of other pre- 
miums. It was admitted that the surplus of the fire-policy busi- 
ness, being mutual, w^as not liable to tax, and that the surplus 
derived from other insurance with non-members was liable. 

Held, that the surplus on other insurance than fire, done with 
fire-policy holders (members), did not arise from mutual insurance, 
and was liable. 

(Tax Cases, 1932.) 

(Mutatis mutaiidisy if the members of a co-oi)erative society 
wore defined as buyers of sugar, and the society also sold other 
things, but the whole surplus were divided on sugar alone, then 
the surplus derived from trading with the members on tea and 
other things would be taxable; because q^ud buyers of tea they, 
were not members. 

This seems to reduce the question to a bare formalism which 
economists cannot accept.) 



THE POPULATION PROBLEM IN INDIA 


The eightieth birthday of Dr. James Bonar on September 27th 
last is a fitting occasion for a festschrift article on the population 
problem of India. Since the publication of Malihus and Ilis 
Work forty-seven years ago, Bonar has done more perhaps than 
any other living economist to interpret IMalthus, who always, to 
use Wagner’s words, ‘‘ put too sharp a point on his doctrine ” in 
order to make himscK understood. “ Whatever I may have 
said,” says Malthus in the sixth (182C) edition of the Essay, “ in 
drawing a picture jrrofessedhj visionary, for the sake of illustration, 
in the practical application of my principles, I have taken man as 
he is, with all his imperfections on his head. And thus viewing him, 
and knowing that some checks to j)opulation must exist, I have 
not the sliglitcst hesitation in saying that the prudential check 
to marriage is better than premature mortality. And in this 
decision I feel myself comjdetely justified by experience.” ^ 
Malthus is of special interest to India, as from 1805 to his death 
in 1834 he hekl the professorship of Political Economy in the 
East India College at Haileybury, the first professorshi}) in that 
subject in England, and although his classes were ordinarily only 
of twelve or fourteen students, his influence during these twenty- 
nine years on the future administrators of India was great. 
“ Of all the instruction which the servants of the Honourable 
East India Company have ever brought with them from their 
liarcnt land to India,” wrote Sir William H. Slecman in his little- 
known work An Analysis and Review of the Pecidiar Doctrines 
of the Ricardo or New School of Political Economy “ that which 
they derived from the lectures of that truly amiable man. Dr. 
Malthus, on Political Economy, has been perhaps the most 
substantially useful to the country.” 

The jiroblem of population in India to-day, indeed of Asia, 
is not that of the West, where from the late ’seventies or early 
’eighties of last century there has been a most striking fall in 
birth- and mortality rates. In the West during this iieriod of 
fifty years the principle of the limitation of families has been 
continuous, and to-day it is regarded as a highly rational social 

^ Essay, sixth edition, Vol. II, p. 463. 

* Published ia 1837 at Sorainpore, Bengal. 
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policy. We see that population can he checked by causes not 
connected with food. The effects of widespread and accessible 
education have been to change men’s ideas in regard to the 
importance of the standard of comfort. Civilisation is the story 
of man’s control over Nature, mainly by mechanical means. It 
is this control that has in the main been the cause of the decline 
in birth-rates. A hundred years ago in the West almost exclusive 
importance was given to the birth-rate, and the effect of a lowered 
death-rate as a factor of increase was not fully realised even by 
Malthiis.^ In India there has been, since registration was under- 
taken in the ’eighties of last century, no change in the birth-rate. 
The Hindu mind is dce]dy religious, and marriage, with all its 
religious ceremonies, is universal. IMoreover, if wo look back 
over the last seven decennial censuses, there is nothing to show 
that, in Cantillon’s words, “ men multiply like mice in a barn 
if they have unlimited means of subsistence.” ^ In recent years 
there has been some decrease in the death-rate, as is not unex- 
pected owing to the increased efforts to improve sanitation and 
prevent disease. How far do factors at work in India to-day 
make the problem of i^opulation different from that of Western 
countries ? 

The Census of India is a triumph of organisation, and it has 
attained high accuracy in the count of population. The 1931 
Census covered an area of 1,800,000 square miles and dealt with 
a population of 353,000,000. The enunieration is synchronous, 
although not absolutely so. The main consideration in deter- 
mining the date is that it should be as near as possible to the 
anniversary of the X)rcvious decennial census ; that there should 
be moonlight between 7 p.m. and midnight when the enumerators 
on their rounds verify their schedules ; and that fairs or festivals 
wliich would disturb the normal distribution of the population 
in any xHovince should be avoided. It is almost impossible to 
avoid com^detcly fairs or festivals in so wide an area as the 
British Empire. Eor India Proper census night was fixed for 
February 2Gth. On account of a festival, Burma was permitted 
on this occasion to hold its census two days earlier, viz. on 
February 24th. In some of the Himalayan districts Avhere at 
the time of the census the snow is heavy the count has to be 
done in the jweceding autumn before the heavy snowfalls occur. 
The district forms the main unit, and it is divided into charges 

^ Essay, sixth edition, Vol. II, p. 461. 

* Esaai aur la Nature du Commerce in general, Richard Cantillon. Higgs* 
edition (London : Macmillan & Co., 1931), pp..^>83. 
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and blocks. A block consists usually of thirty or forty houses, 
and it is here that the enumerator, after training, makes his 
preliminary enumeration three weeks or a month before the 
census date, so that on census night he has merely to revise the 
entries on his schedules which he has written up for the population 
in the block. This enumeration is carefully prepared and checked 
before the census, and the immobile nature of the population 
makes it possible for a high standard of accuracy to be obtained. 
Special measures are taken to count those on trains or boats or 
in cantonments, hospitals, asylums, jails, etc. The Land Revenue 
staff and schoolmasters are used to a largo extent. When the 
district figures are ready, they are sent to provincial head- 
quarters, and the Census Superintendents in provinces and in 
Indian States in turn send their figures to the Census Commis- 
sioner. For the tabulation of results the entries in the schedules 
are copied by clerks on to the slips. These sli]3s are manipulated 
into the various combinations required for the different tables. 
Owing to difficulties of coding and punching and of language (as 
there are 225 vernaculars exclusive of dialects, with twenty 
scripts, and, with the cxce])tion of three, each of these vernaculars 
is spoken by about 2,000,000 people, slip copying and sorting are 
at present cheaper than the use of machines. The mechanisation 
of the Indian Census is, however, as Dr. Hutton rightly says, 
‘‘ probably only a matter of time, and is greatly to be desired, 
but probably involves the creation of a permanent statistical 
department instead of a pitiable ei)hcmeron, \mable to put into 
practice the knowledge acquired from its too brief experience or 
to continue experiments till a satisfactory solution is obtained 
for its problems.” 


I 

If the recent careful estimates of Willcox be accepted for the 
population of China — viz. 342,000,000 — then India is now the 
most populous country in tlie world.^ The total i)ot)ulation is 
352,837,778. British India accounts for 271,526,933, or 77 per 
cent., and Indian States for 81,310,845, or 23 per cent. There 
has been since the last decennial census, an increase of 33,895,298, 
or 10*6 per cent., the greatest real increase in any of the seven 
decennial censuses. “ The most decisive mark of the prosperity 
of any country,” said Adam Smith bluntly, “ is the increase of 
the number of its inhabitants,” a statement which would nowa- 

^ Inicrnaiional MigrationSf Vol. II. Now York National Huroau of Kcononiic 
Research, 1931, p. 42. 
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days not be accepted without challenge. The previous record 
increase was in the census of 1891, when the real increase over 
1881 was 9-6 per cent. The density is 196 persons per square 
mile, as against 177 at the previous census, and this varies in 
rural areas from 1 person per square mile in parts of Baluchistan 
to 2000 per square mile in the thickly-populated rural parts of 
the south-west coast. The density in England and Wales is 
685 persons per square mile, 686 in Belgium and 800 in Java. 
The total number of Europeans is 176,654, or the surprisingly 
low figure of only 0-05 per cent, of the total population of India, 
and of these 70,034 were British soldiers. The figure is 0*4 per 
cent, more than at the census of 1921, but is still 11-6 per cent, 
below the high-water mark of 1911 (199,776). I believe the 
figure to be less than 176,654, because half-castes, Anglo-Indians, 
not handicapped by excessive colour, have managed to get 
themselves classified under “ Europeans ” in place of Anglo- 
Indians, whose number is 139,895. The Census Commissioner 
believes that Europeans in India probably now number little 
more than 150,000 and Anglo-Indians 170,000. The falling off 
in the number of the white races in India is in part due to the 
collapse of tlie post-war boom at the 1921 census, the unparalleled 
trade depression at the 1931 census, and to increased Indiftn- 
isation all round. Tin's decrease of Europeans in India is in 
contrast with the increase of the white races generally, which are 
growing at a more rapid rate than the coloured races 

The first main conclusion resulting from a study of India’s 
population is that it is wrong to believe that the population is 
increasing with great rapidity and that the country is over- 
flowing with a i)lcthora of human beings. “ The principal object 
of the present essay,” said Mai thus, “is to examine the effects 
of one great cause intimately luiited with the very nature of man, 
which, though it has been constantly and powerfully operating 
since the commencement of society, has been little noticed by 

^ In tho prosonfc century the increuso in population has been 63 per cent, 
in North America (from 100,000,000 to 102,000,000) and 103 per cent, in South 
America (from 38,000,000 to 77,000,000). In Europe tho increase has been 19 
per cent, (from 401,000,000 to 478,000,000), and in Australasia 60 per cent, 
(from 0,000,000 to 9,000,000). In Asia the increase is 11 per cent, (from 
859,000,000 to 954,000,000). In Africa tho population has not really changed 
(1900, 141,000,000; 1929, 140,000,000). Tho total population of unmixed 

European stock is 642,000,000 (478,000,000 in Europe, 109-8 millions in North 
America, 30-2 millions in South America, 13-3 millions in Asia. 6-9 millions in 
Australasia, and 3-4 millions in Africa. Cf. Inteniational Migrations, Vol. II, 
edited by Prof. Walter F. Willcox, New York, National Bureau of Economic 
Research, 1931, and Dictionary of the Social Sciences, Vol. II, p. 664). The white 
stocks possess most of the valuable unpopulated areas of the globe. 
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the writers who have treated of this subject,” and “ The cause to 
which I allude, is the constant tendency in all animated life to 
increase beyond the nourishment prepared for it. . . . It may 
safely be pronounced, therefore, that population, when unchecked, 
goes on doubling itself every twenty-five years, or increases in a 
geometrical ratio.” ^ So far as India is concerned, I believe this 
to be a profound error. The population of India is certainly 
not increasing as Malthus, the Cambridge Wrangler, expressed 
it, “ in geometrical ratio,” even when unchecked in the ordinary 
sense. Malthus is no doubt right in his assumption that the 
maximum birth-rate physiologically possible is excessive in 
modem conditions, that poi)ulation tends — by no means an 
actuality — to multiply faster than subsistence, and when this is 
so poverty will bo inevitable unless the population as a whole 
adopts means to restrict numbers, and without this preventive 
restriction there must be poverty. If man were no more than 
a tiger or a deer, and had no mental and moral equipment, 
population would bo adjusted to resources as in the stnigglo for 
animal existence in the jungle. Malthus held that it was a 
fundamental fact that there actually is pressure against subsist- 
ence, and, mistakenly, that the supply of food beyond man’s 
control determined the size of the xmpulation. Food, in short, 
in Malthusian theory exidained the misery of the past, and, 
indeed, in his view, would explain the misery of the future. 

The i^opulation of India has been of gradual growth, and it 
was only in the latter half of the nineteenth century, owing 
to increased economic development, railways, irrigation works, 
industries and trade, that population increased more rai)idly 
than hitherto. In the present century, especially after the 
famine of 1900, population continued to increase with her economic 
advance until the world- wide influenza epidemics of 1918 and 
1919 (which are paralleled in their severity only by the Black 
Death in Europe of 1349) temporarily checked this upward 
movement. In India the direct mortality from the disease in 
1918 and 1919 was between 12,000,000 and 13,000,000, a figure 
nearly equal to the total estimated deaths from plague from its 
outbreak in 1890 to 1929. The total number of people affected 
by the disease was 40 per cent., or 125,000,000. The population 
increases, without these exceptional events, at about 8 per cent. 

^ Essay, sixth edition, pp. 2 and 6. Malthus has himself admitted the 
probability that having found the bow curved too much ono way, ho has bent it 
back too much in another direction, in order to straighten it. Tho history of 
civilisation undoubtedly shows that it is not timo to assume that the human race 
tonds absolutely to increase at a greater rate than tho means of subsisteneo. 
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per decade according to estimates that I have recently made. 
The rate of growth, of course, depends on ago distribution, which 
varies from time to time, but 8 per cent, would bo the normal 
rate of growth provided there were no widespread calamity or 
exceptional unhealthiness. This is less than the actual increase 
in many countries, as will be seen from the following table. It 
is necessary to take a fairly long period, and not merely the last 
decennium, to compare the trends. If wo take 30- and 60-year 
periods, the following results are obtained : — 


Annual Percenta-ge Increase in Population at Censal Periods 
of 60 and 30 Years. 



60 years (1871-1931). 

30 years (1901-31). 

India ..... 

0-69 

0-66 

Japan ..... 

1-62 

1-33 

England and Walo.s . 

1*26 

0-76 

Italy ..... 

001 

0-89 

France ..... 

0-26 

0-25 

U.S.A. 1 

3-48 2 

2 05 2 

Canada ..... 

302 

308 

Australia .... 

5-10 

2-30 


^ Continental U.S. only. 1870, 1900, 1930. 


The progress of India’s poimlation before the first census of 
1872 is difficult to estimate. Indeed, there have been centuries 
in the history of man when births exceeded deaths and others 
when deaths exceeded births. I estimated India’s poi>ulation 
about 1650 at 80,000,000, and about 1750 at 130,000,000. The 
figure for 1850 is of the order of 190,000,000. Lieut. -Colonel 
W. H. Sykes, F.R.S., a distinguished statistician to the Govern- 
ment of Bombay, chairman of the East India Company, and one 
of the founders of the Royal Statistical Society, mentions, in 
the Journal of the Royal Statistical Society, 1847, that numerous 
writers have stated the population to be 150,000,000 souls. 
Bieterici and Bchm, working on official data of the Statistical 
Bureau at the East India House, put the figure at 171,000,000. 
Willcox raises this to 205,000,000 by assuming (wrongly, I believe) 
that the rate of increase 1851-71 was equal to the average of the 
rates of increase of 1871-91 and 1881-1901. New areas were 
brought into the censuses from 1872 to 1901, and, wdiat is very 
important, there was, as {las been noted, an unusually large 
economic development brought about by the extension of raihvays, 
irrigation, commerce and industry towards the end of last century. 
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“ The demand for men,” says Adam Smith, “ like that for any 
other commodity, necessarily regulates the production of men.” 
In 1901 the population was 294,000,000, in 1921, 319,000,000, 
and, as we have seen, approximately 353,000,000 in 1931. But 
while in the present century the population of the United States 
has increased by 62 per cent., that of Italy by 27 per cent., that 
of England and Wales by 23 per cent., that of India has increased 
by about 20 per cent. France has increased hers by 7*4 per cent. 
It must, however, always be remembered that India is a country 
of universal marriage,^ that in most instances a girl is married 
before reaching puberty and that practically every woman is 
married by twenty. As Malthus points out, a son is of first 
importance, “ By a son a man obtains victory over all people; 
by a son’s son he enjoys immortality ; and afterwards by the son 
of that grandson he reaches the solar abode. Since the son 
delivers his father from the hell — ^named Puta — he was therefore 
called putra by Brahma liimself.” ^ The Muslim, too, is taught 
by his Prophet, “ When a man marries verily he perfects half 
his religion.” In spite of this, the rate of growth of j)opulation 
does not exceed that of most other countries. 0)i the other 
hand, among Hindus, widows arc not allowed to marry in the 
higher castes except in 'lYavancore, and this is consequently a 
check on the growth of population. There were 7*6 millions of 
widows of reproductive age (15 to 40) or 12 per cent, of the total 
number of women in that age-group, as compared with only 
2 1 per cent, widows in the reproductive age-group (15 to 45) in 
England and Wales, and of these latter a considerable number 
remarry. 


II 

The Indian birth-rate has not decreased in the last fifty years 
as it has in Europe and the United States. In recent years in 
some provinces, such as Madras, there has been a decided upward 
trend as compared with the years before the War. The birth-rate 
in the Punjab and the Central Provinces is as high as 45 per 
1000. The Indian birth-rate, therefore, stands midway between 
that of Europe and the United States, where it is falling, and 

^ How different is the attitude of Cliristianity, which Tortullian summed up 
tlnis : “ Why should we long to bear children when wo ourselves are longing to 
be removed from this wicked world ? ** St. Augustine believed that the city 
of God would bo more quickly filled and the end of the world hastened if pro- 
pagation stopped. Similarly, the Council of Trent, 1545-63, held that the 
unmarried state was oven bettor than the married. 

* Essay, 1820 edition. Vol. I, p. 190. 
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that of Japan, where it is on the increase. The annual birth- 
and death-rates for British India are given in the appendix. 
The following table summarises the movement of the birth-rate 
in India as compared with Western and Northern Europe and the 
United States. Western and Northern Europe includes Great 
Britain and Northern Ireland, the Irish Free State, France, 
Belgium, Holland, Luxemburg, Germany, the Saar territory, 
Finland, Norway, Sweden, Denmark, and Switzerland. 


Birth-rates in India, Western and Northern Europe and the 
U.8A., 1886-1930. 


Period. 

India. 

Wostorn and 
Northern Europe. 

U.S.A. 

1886-00 

■ 

35-65 

30-2 



1891-95 


34*24 

29*7 



1896-1900 


36-62 

29*4 

— 

1901-5 


38-59 

28*4 



1906-10 


37-88 

26*0 

— 

1911-14 


3913 

24*2 



1915-19 


35-97 

17-0 

— 

1920-21 


32*59 

23*8 

24*0 

1922-28 


33*45 

21*0 

22*5 

1924-25 


34-04 

19*9 

22*0 

1926 . 


34*77 

19*2 

20*6 

1927 . 


35*27 

18*2 

20*6 

1928 . 


36*79 

18*3 

19*8 

1929 . 


35*47 

— , 

18*9 

1930 


35*99 

— 

18*9 


The fall in the birth-rate for W'estern and Northern ]^uroj)e 
as compared with the steadiness of tlie Indian birth-rate is very 
striking. The rate for Western and Nortliern Europe fluctuated 
considerably from 1750 to 1815, and then for twenty -five years 
after the Napoleonic wars it moved in a down\vard direction. 
For the next fifty years it w\as again steady, and in the late 
’seventies it began to drop, until in 1887 it fell below 31, in 
1905 below 28, in 1911 below 25, in 1922 below 22, and in 1927 
below 19. If the fertility and mortality rates bo studied in 
order to ascertain whether a generation is producing sufficient 
children to replace that generation, wo find at the moment that 
with the present fertility and mortality rates the population of 
Western and Northern Europe will very slowly die out, a 
process which may or will be changed by a considerable change 
in fertility rather than in mortality.^ In the United States 

' Cf. Kuezynski, “Births” (Dictiomry of the Sockil Sciences, New York, Mac- 
millan, Vol. II, p. 568); idem, ” Tho World’s Population” {Foreign Affairs— 
An American Quarterly Review, New York, Vol. 7, October 1928). 
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the scanty statistics available show from 1790 to 1820 an 
extraordinarily high birth-rate — ^probably about 50 — and this 
fell to 42 in the ’forties or ’fifties, to 38 or 37 in the ’sixties 
and ’seventies, and to 30 about 1900. In 1928 it did not 
exceed 21. 

Tlie death-rate is high, and there is consequently a large 
amount of waste and short average duration of human life. A 
low death-rate is an index of social betterment, and a high death- 
rate the reverse. Even if in regard to India the words of Malthiis 
can be quoted, “ From a review of the State of society in former 
periods, compared with the present, I should certainly say that 
the evils resulting from the principle of population have rather 
diminished than increased, even under the disadvantage of an 
almost total ignorance of the real cause ” nevertheless we are far 
from “ that great vis medicatrix repuhliccBy the desire of bettering 
our condition, and the fear of making it worse ” which “ has 
been constantly in action and has been constantly directing 
people into the right road.” ^ The average cxi)ectation of life 
at birth is only about 25 years, as compared with over 54 years in 
Great Britain. In 1911 it was 22*59 years for males and 23*31 
years for females. Mr. L. S. Vaidyanathan, F.I.A., the actuary 
appointed by the Government of India for the 1931 Census, has 
kindly furnished me with full data to show the figures of the 
1921 Census for Baroda, a good random sample, 1921 figures for 
India not having been published, and 1931 figures not being yet 
available. The figures show that for Baroda in 1921 the expecta- 
tion was from birth 22*4 years for males and 22*9 for females. A 
man and woman of fifty, for example, in Baroda have an expecta- 
tion of life of only 12*5 and 13 years, as compared with 21*4 and 
23*7 years respectively in England and Wales. A high birth-rate 
and a high death-rate usually go together, and, therefore, give a 
low siindval rate. A high death-rate, however, docs not neces- 
sarily accompany a high birth-rate, as is seen in the following 
table. The survival rate of Palestine is striking in this con- 
nection. Jn recent years in India the death-rate has been slightly 
decreasing, as is not unexpected in view of medical and sanitary 
advance.2 

^ Essay, sixth edition, Vol. II, pp. 440 and 433. 

* The improvement in the death-rate is also scon in the investigations of 
Insurance Offices in India. “ We find ourselves unable to entertain any doubt 
as to the beneficial efiocts on the Indian population of the great increase in 
knowledge and improvement in sanitation in matters affecting their mortality and 
longevity.” (** Mortality of Indian Assured Lives” — L. S. Vaidyanathan, F.I.A., 
Jouriwl of the. histitute of Actuaries, Vol. LX, July, 1929, p. 190.) 
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Survival Redes in Different Countries. 1930. 



Birth-rate. 

Death-rate. 

Survival-rate. 

Palestine .... 

52-9 

231 

29-8 

Egypt 1 . . . . 

44-4 

27*7 

16-7 

South Africa, Union of 

2()-4 

9-7 

16-7 

Argontino ^ ... 

30- 1 

13-6 

16-5 

Houmania .... 

350 

19-4 

15-6 

Chili . . 

39-8 

24-7 

151 

Bulgaria .... 

30-6 

15-8 

14-8 

Philippine Islands 

350 

20-7 

14-3 

Japan .... 

32-4 

18-2 

14-2 

Canada .... 

24-5 

110 

13-5 

Malaya .... 

37-2 

246 

120 

Australia .... 

19-9 

8-6 

11-3 

British India 

360 

26-9 

9-1 

U.S.A 

18-9 

11-3 

7-6 

United Kingdom 

16-8 

11*7 

6-1 

France .... 

180 

16-3 

1*7 


1 1929. 


Infantile mortality is still high. For 1930 the rate was 180, as 
compared with 60 per 1000 in England and Wales. Of the total 
mortality, 25 per cent, die in the first year of life, as against 
10*7 per cent, in England and Wales. The deaths in the first 
month of life amount to a shade over 47 per cent, of the total 
deaths during the first year. With the present birth- and death- 
rates in India, the population will double in 94 years, as against 
49 years in Japan and 24 years in Palestine. The ‘‘ doubling 
period in the case of some other countries is as follows : U.S.A., 
94 years; England and Wales, 201 years; France, 274 years; 
Germany, 108 years ; Sweden, 188 years ; Switzerland, 143 years ; 
Italy, 55 years ; Canada, 53 years ; and Australia, 63 years. 

The torrent of infants, as in Japan, is not slowing down, and 
sixteen are born in India every minute, and every day adds to 
the population the equivalent of a town of 23,500 inhabitants. 
The annual births number over 8,500,000, and, as in most coun- 
tries, boys considerably predominate at birth. It is not only 
because of the lack of education that the birth-rate is high, but 
also because parents, for religious and social reasons, greatly 
desire to have children. The religious motive usuall)^ disappears 
with the first son, and then the social motive that it is good to 
have large families pi-edominates. It is quite true that in some 
cases birth-control is practised, but these are very exceptional. 
In the Punjab, for example, in the advanced districts, usually 
the irrigated wheat areas, cases are known where the principle 
of family limitation is adopted to avoid excessive sub-division 
of the land. The Sikh religion is silent on the subject of birth- 
control, while the Hindu Shastras definitely forbid it. As the 
No. 169. — VOL. XLiii. ^ 
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Sikh peasant said, “ Too much rain reduces the crop ; too many 
sons bring reproach ; and another said, “ Every son comes 
with a share written on his forehead/^ Darling mentions that in 
a village in Gurdaspur a midwife for the last fifteen years had 
rendered 160 women incapable of bearing any more children. 
None was treated except with the husband’s consent and unless 
there were three sons. These are exceptional. There is, however, 
a Nco-Malthusian League in India to-day with two Maharajas, 
three High Court Judges and five prominent public men as 
members, and the Government of Mysore State in 1930 sanctioned 
the establishment of birth-control clinics in four of its principal 
hospitals. In spite of this and the dissemination among some of 
the educated classes of birth-control literature, it cannot bo said, 
with James Mill (who had nine children), that, “ The grand 
practical problem, therefore, is to find the means of limiting the 
number of births.” Nine-tenths of the pojiulation of India live 
in 600,000 villages, and have not yet been affected by this 
movement. 


Ill 

A characteristic of the seven censuses is the relative scarcity 
of women in India, a scarcity which is becoming more marked now 
than formerly. The proportion of women to men becomes less 
as one proceeds from the south and oast to the north and west of 
India. In the 1931 C^ensus there were 182,000,000 males and only 
171,000,000 females, an excess of 11,000,000 males, or 6 per cent. 
This is in contrast with most countries in Europe, but not with 
countries in Asia, North Ameri(ia, Australia and South Africa. 
The following table gives the sex proportion. 


Sex IHstribntion, 


Jfc 

Number of females per 100 males. 

1881. 

1891. 

1901. 

1911. 

1921. 

1931. 

Bombay (including Sind) 

94 

94 

95 

93 

92 

90 

Bengal ..... 

99 

97 

96 

95 

93 

92 

Madras ..... 

102 

102 

103 

103 

103 

102 

Bihar and Orissa 

102 

104 

105 

104 

103 

101 

Central Provinces and Berar 

97 

99 

102 

101 

100 

100 

United Provinces 

93 

93 

94 

92 

91 

90 

Punjab ..... 

84 

85 

85 

82 

83 

83 

North-West Frontier . 

82 

84 

85 

86 

83 

84 

Baluchistan .... 

— 

— 

— 

79 

73 

72 

All India 

95 

96 

96 

95 

95 

94 
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The number of females per 100 males according to religion is of 
interest, as Sikhs and Muslims have a low percentage of females 
to males. The figures of the 1931 Census in this respect are 
similar to those of previous censuses, and are for Hindus 95 as 
compared with 100 males ; 95 for Christians ; 94 for Jains and 
Parsis; 90 for Mohammedans, and only 79 for Sikhs. The 
average for all religions is 94. If the castes which have a tradition 
of female infanticide be compared with those which have not, the 
results in some parts of India to-day show, in the words of the 
1921 Census Report, “ the continued deliberate destruction of 
female infant life either by active or by passive means.” In 
India sons are longed for, while daughters are not, especially 
among communities, such as the higher Rajput clans, where 
considerable sums have to be paid for obtaining suitable husbands 
and marriage costs are excessive, and among those, like the 
Pathans, which despise women and deride the fathers of daughters. 
In Baluchistan to-day there is the well-known euphemistic state- 
ment that “ the lady’s daughter died drinking milk.” Similarly, 
in Gujarat there is an expression “ Dudhpiti Karvi,” which 
means the same thing — the drowning of the nowly-bom girl baby 
in millc. Among Rajputs a century ago infanticide was not 
uncommon. A pill of bhang might bo given to the new-born 
child, or it was drowned in milk, or the mother’s breast was 
smeared with opium or the juice of the poisonous dhatura. A 
common method was to cover the child’s mouth with a plaster of 
cowdung before it drew breath. In 1853 Lord Lawrence held a 
Durbar at Amritsar, where tlie chiefs residing in the Punjab and 
the trans-Sutlej States signed an agreement to expel from caste 
everyone who committed infanticide and to adopt fixed and 
moderate rates of marriage expenses. The Act of 1870 is still 
on the Statute-Book. The object is stated to be “ to prevent 
tlie murder of female infants,” and the preamble reads, “ Whereas 
the murder of female infants is believed to bo commonly com- 
mitted in certain parts of British India, etc.” The Act applies 
to the Bombay Presidency, the United Provinces, the Punjab 
and to certain scheduled districts and applies, for example, to 
certain classes of persons in the Ahmedabad and Kaira districts 
of Gujarat. Dew^an Bahadur K. H. Dhruva, the Gujarat scholar, 
tells me that female infanticide in Gujarat was practised by 
Rajputs and Kunbis, but that since legislation was passed, and 
with the progress of recent years, the practice has decreased. 
Miss Mayo, in her book The Slaves of the QodSy has a tale called 
” The Hedge of Thorns,” a narrative wlxich she Stays is from real 

f2 
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life. It is a story of the burying of girl babies in a village in a 
long hedge of thorns, ostensibly in the Punjab. Infanticide in 
India has always been female infanticide, except in the case of 
widows who, to prevent social obloquy, if they have a child, 
male or female, must get rid of it. It is difficult to gauge the 
extent of female infanticide at the present time. There are 
undoubtedly other factors at work, all traceable to the neglect 
of female infant life. A female child in the struggle for life is at 
a disadvantage as compared with the male. “ There is,’’ says 
the 1911 Census Report for India, “ the deliberate neglect with 
the object of causing death, which is practically infanticide in a 
more cruel form ; and there is the half -unconscious neglect, due 
partly to habit and partly to the parents’ great solicitude for 
their sons. The boys are better clad and when ill are more care- 
fully tended.” ^ There are other causes militating against 
women in India, such as early marriage, antediluvian methods of 
midwifery and the treatment of widows as drudges, especially 
those who have lost their husbands when young, as this is regarded 
in Hindu society as the result of the wife’s sins in a previous life. 
Infanticide is not a sign of backwardness or of a low civilisation, 
as it was practised by the Phoenicians, Babylonians, Egyptians, 
Greeks and Romans. We have to remember that (1) among 
those groups wffiere infanticide is practised the custom is ancient 
and the Indian is notoriously conservative in his traditions; 
(2) the ease with which, under the conditions of childbirth in an 
Indian family, the practice can be carried out without the possi- 
bility of any definite suspicion in any individual case such as 
would justify official interference ; and (3) the fact that the regis- 
tration of births is not universal and is not kept by the caste. 
The suppression of female births is a well-known fact in the 
Punjab, as pointed out by the Census Commissioner in his Report 
of 1921. Willcox describes female infanticide in China, where, 
as in India, females are less in proportion to males.^ He gives 
the number of females as 44 per cent, of the population and in 
India the percentage is 48. The social actions of men do indeed 
produce the most profound disturbance in sex proportion. The 
low proportion of females is certainly not due to the omission of 
women at Census time, and, as the Census Report points out, 
“ every indication is adverse to the theory of the omission of 
females in the enumeration.” ® It is interesting to note that, 

» Census of India, 1911, Vol. I, Chap. VI, p. 218. 

* International Migrations, Vol. II, p. 37. 

* Cf. Census of. India, 1921, Vol. I, Chap. VI, pp. liO and 146 (Calcutta 
Government Printing Office, India, 1924). 
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except in the ages “ 0 to 4 ” and “ 60 and over,’’ there is a relative 
scarcity of females in all groups except in the group 25 to 30, 
and this scarcity is very marked in the age-group 10 to 14. This 
has been noticed in all censuses. The excess of women in the 
age-group 25 to 30 is explained by the fact that there is an over- 
statement of age among Indian women after marriage and an 
under-statement before marriage. The number of women 
returning themselves as from 25 to 30 in the 1921 Census — the 
1931 figures are not yet available — was greater than the number 
of girls 16 to 20 years of age ten years previously, although they 
were only the survivors of the latter after a lapse of ten years. 
They should have been of necessity fewer in number. 


IV 

Recent writers on the population problem of India have, like 
Malthus, been obsessed by the supply of food, and have failed 
really to examine whether there are not other important factors 
making for economic progress and economic stability, and 
modifying the supply of population. There are many symptoms 
which certainly do not point to over-population. Cultivators, 
as the recent slump has shown, have had difficulty in selling their 
produce, and the ability of the country to feed its population is 
considerable. 8ixty-fivo per cent, of the area is available for 
cultivation, but the net area actually sown with crops during 
1928-29 was only 34 per cent, of the area available. If one has 
seen the results of irrigation in the Punjab, where three or four 
decades ago there was desert, and where to-day there are wheat- 
fields with miles of canals, one realises how unduly the English 
classical economists exaggerated that land was limited, that the 
best quality of land is cultivated first, and that the law of diminish- 
ing returns in agriculture early comes into operation. The 
Sukkur Barrage, which will provide a perennial supply of water 
to an area of 1,850,000 acres, hitherto inadequately seiwed by 
inundation canals, will irrigate an additional 3,325,000 acres. The 
Sutlej Valley Projects in the Punjab will irrigate over 5,000,000 
acres, of which 3,750,000 acres will be land hitherto desert waste. 
The unusual increase in population of Bikaner since the 1921 
Census, an increase of 42 per cent., is accounted for by the increased 
areas available for cultivation under the recent schemes of 
irrigation undertaken by that State. Not only is the area extend- 
ing, but the results of better seed and better farming are not 
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without their results on production, in spite of the religious 
prejudice to bone and natural manures and the antipathy to 
keeping Nature in her place in the animal world. “ Pusa 12 ** 
and “ Pusa 4 ” have now become the standard types of wheat 
in the United Provinces, the Central Provinces and Sind. In 
the United Provinces and Central Provinces about 1,600,000 and 
660,000 acres respectively are sown with improved types, chiefly 
of Pusa varieties. In cotton the total acreage under improved 
varieties is now over 4,000,000 out of an area of 26,000,000. If 
animal husbandry were properly taken in hand, the production 
of milk would not only be greatly increased, but the wealth and 
welfare of the community would also be immeasurably extended. 
Vicious circles would bo broken. As Virgil would say, Viresque 
adqiiirit eundo. There are in India no limits to agricultural 
improvement with the advance of science. 

Secondly, population has increased less rapidly than produc- 
tion, which, especially since the War, has shown a decidedly 
upward trend. Production, of course, is made to meet the 
consumption of a people according to their standard of living, 
and this, of course, involves much more than mere food. To 
give the entire data would mean a long ramble through rough 
country, and would involve a mass of statistics that would 
bewilder the inquirer and even distract him from the broad 
facts that have to be understood. The main facts are summed 
up in the following tables. 


Growth of Population and Production 
(Quinquonnial Averages.) 



1900-1 to 
1901-5. 

1910-11 to 
1914-16. 

1920-21 to 
1924-25. 1 

1926-27 to 
1930-31. 

Population ^ . 

100 

107 

108 

120 

Production ; 





1. Area under cropa — 





Unweighted . 

100 

121 

119 

132 

Weighted 

100 

131 

134 

150 

2. Outturn — 





Unweighted . 

100 

129 

125 

137 

Weighted 

1 100 

134 

137 

141 


1 The figures refer to the censuses of 1901, 1911, 1921 and 1931. 


Two things may be noted here — ^the “ efficiency ** of any 
given aggregate of food has been very greatly enhanced with 
the development of communications; the statistical study of 
food production cannot stand alone, owing to its incomplete 
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character, and all the items of the national income must be 
included.^ 

If, in remembering Quesnay’s dictum that “ one should aim 
less at augmenting the population than at increasing the national 
income,” we take the growth of national income and allow for 
the change in prices, wo get the following : — 


Year. 

Population. 

Per capita 
National Income. 

1871 .... 

100 

100 

1881 .... 

123 

130 

1901 .... 

142 

123 2 

1911 .... 

153 

270 

1921 .... 

156 

230 

1931 .... 

171 

273 » 


* Sovoro famine 1900. 1929-30. 


The growing consumption of simple luxuries, the import from 
foreign countries of £400,000,000 in gold and £355,000,000 in 
silver since the beginning of the century, and the way in which 
the peasantry has withstood scarcity, famine and the catastrophic 
fall in the prices of primary products, are further factors that 
do not suggest a relatively excessive population. The tragedy, 
however, of the problem of population is tliat if population 
grows up to its full resources, the masses arc poor; if, on the 
other hand, like Fran(*e, it stoiis very far short of them, there is 
the standing temptation given to a more populous race or nation 
to overrun and subdue it. Thus the number of children for every 
1000 women of reproductive ago in India is 109, as compared 
with 156 in Japan, 73 in England and Wales, and 77 in Germany, 
and only 72 in France. 

Thirdly, there is ample scope for more diversified industry, 
which would add greatly to the national income, and if only 
education were more widespread, the low standard of comfort 
that exists would certainly be increased. Writers on the problem 
of Indian population are apt to commit the same error as 
Malthus, who confined himself too much to the relative increase 
of popidation and food, neglecting even in the Third Book of 
his Essay the necessary emphasis on the productiveness of 
industry. Cannan’s timely reminder before the British Associa- 

1 Cf. Bonar— JUa/f/jMS and His Work, p. 123. “ To ascertain whether a 
population is safely under the level of its food, tending to puss beyond it, or simply 
rising up to it and to ascertain by what ways and means the process is going on, 
wo need instead of one single general criterion a whole array of particular tests. 
It is in the infancy of statistical science that men yield to appearances and 
* suppose a greater uniformity in things than is actually found there.* ” 
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tion in 1931 is as important to us as to the West. “ The old 
proverb ‘ With every mouth God sends a pair of hands ’ is true 
and valuable, but no more than its converse ‘ With every pair of 
hands God sends a mouth.’ The demand for the products of 
industry is not something outside and independent of the amount 
of products. The demand for each product depends on the 
supply of products offered in exchange for it, and the demand 
for aJl products depends on the supply of all products. Conse- 
quently, there is not the slightest danger of the working popula- 
tion ever becoming too great for the demand of its products 
taken as a whole.” ^ 

To sum up. The will to have a higher standard of living is, 
generally speaking, not a force in India to-day. Until this comes 
about there will be no great change in the outlook on the popula- 
tion problem. India’s attitude is fatalistic like that of a prominent 
Japanese Statesman who recently declared ‘‘ Japan is not over- 
populated. We still have undeveloped land in Hokkaido and 
Kyushu. When these j)laces are filled with settlers, it will be 
time to talk of over-population. I do not like the idea of birth 
control. It is God’s will that children should come.” Probably 
mass education will, more than anything else, raise the standard 
of comfort, but for a population of 353,000,000 this will be 
financially and ethically a difficult problem. In the West it is 
volition that controls the increase of population and to a less 
and less degree the food supply. As Bonar said to me recently, 
“ Malthus will be little heard of, because he has really done his 
work. People attend to numbers and the standard of living now 
in a way only Prance did before. Now I suppose wo are all 
Frenchmen, as in the matter of circulation wo all are Scotsmen 
living on pound notes and reading of gold in newspapers.” 

G. Findlay Siiirras 

^ Economic Joubnat., Vol. XLT, 19:U, p. 530. 
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Appendix 

Birth- and Death-Rates in British India y 1885-1930. 


(Per 1000 of the population.) 


Year. 

Birth-rate. 

Death-rate. 

Year. 

Birth-rate. 

Death-rate. 

1885 

36-74 

26-37 

1908 

.37-78 

38-21 

1886 

34-97 

25-51 

1909 

36-65 

30-91 

1887 

35-92 

22-88 

1910 

39-52 

33-20 

1888 

35-59 

25-92 

1911 

38-58 

32-01 

1889 

35-30 

28-21 

1912 

38-95 

29-71 

1890 

36-47 

30-15 

1913 

39-37 

28-72 

1891 

35-05 

28-52 

1914 

39-61 

30-00 

1892 

31-54 

32-49 

1915 

37-82 

29-94 

1893 

35-15 

25-75 

1916 

37-13 

29-10 

1894 

34-91 

33-97 

1917 

39-33 

32-72 

1895 

34-57 

28-94 

1918 

35-35 

62-46 

1896 

36-06 

32-04 

1919 

30-24 

35-87 

1897 

33-98 

36-03 

1920 

32-98 

30-84 

1898 

34-33 

26-61 

1921 

32-20 

30-59 

1899 

42-16 

29-94 

1922 

31-85 

24-02 

1900 

36-58 

38-60 

1923 

35-06 

25-00 

1901 

34-60 

29-46 

1924 

34-44 

28-49 

1902 

39-38 

31-49 

1925 

33-65 

24-72 

1903 

38-96 

34-70 

1926 

34-77 

26-76 

1904 1 

40-86 

32-86 

1927 

35-27 

24-89 

1905 1 

39-13 

35-96 

1928 

36-79 

25-59 

1906 

37-80 

34-73 

1929 

35-47 

25-95 

1907 

37-65 

37-18 

1930 

35-99 

26-85 


Birth- and Death-rates in British India, 1885-1930. 
{Index Numbers) 


(1885-94 -= 100.) 


Year. 

Birth-rate. 

Death-rate. 

Year. 

Birth-rate. 

Death-rate. 

1885 

104 

95 

1»08 

108 

137 

1886 

99 

91 

1909 

104 

111 

1887 

102 

81 

1910 

112 

119 

1888 

102 

92 

1911 

110 

115 

1889 

100 

102 

1912 

111 

106 

1890 

101 

107 

1913 

112 

103 

1891 

100 

102 

1914 

113 

107 

1892 

90 

116 

1915 

108 

107 

1893 

100 

92 

1916 

106 

104 

1894 

99 

121 

1917 

112 

107 

1895 

98 

103 

1918 

101 

223 

1896 

103 

115 

1919 

86 

128 

1897 

97 

129 

1920 

94 

111 

1898 

98 

95 

1921 

92 

109 

1899 1 

120 

107 

1922 

91 

86 

1900 

104 

142 

1923 

100 

89 

1901 

98 

105 

1924 

98 

102 

1902 1 

112 

113 

1925 

96 

89 

1903 

111 ' 

124 

1926 

99 

95 

1904 

116 

117 

1927 

100 

89 

1905 

111 

128 

1928 

105 

91 

1906 

108 

124 

1929 

101 

92 

1907 

107 

' 133 

1 

1930 

102 

96 


Source : Official publications of the Department of Commorcial Intelligence 
and Statistics, India, and of the Fublio Health Commissioner with the Govern- 
ment of India. 





THE NATIONAL INCOME OF THE POPULATION OP THE 
IRISH FREE STATE IN 1926 


The material available for attempting to calculate the national 
income of the Irish Free State includes two Censuses of industrial 
production, taken for 1926 and 1929; the Agricultural Output 
estimated for 1926 ; the Census of Population of the 18th of April, 
1926 (with special reference to the statistics of Occupations and 
of Industries) ; and the Annual Reports of the Revenue Com- 
missioners. In the choice of a year one is driven to 1926; and 
this year may well bo a starting-point for comparison with later 
years when complete Censuses of Production are published. 

The national income which is about to bo measured is built up 
by adding together the incomes of all individuals residing in the 
Irish Free State in 1926, together with the undistributed incomes 
of companies in that year ; but on account of the special nature 
of agriculture and the weight of this industry in the Irish Free 
State national income, I propose to include the retail value of 
farm produce consumed by farmers from their farms. 

The population of the Irish Free State in 1926 was 2,971,992 
persons, and of this number 44-0 per cent., or 1,308,000 persons, 
were ‘‘gainfully occupied.’’ 672,129 of these wore engaged in 
agriculture, 51*4 per cent, of the occupied population. 1,223,014 
persons were at work on the date of the Census, 9,789 persons 
being then in hospitals, etc., and 3,212 temporarily unemployed. 
Of those at work, 648,575 were employed in agriculture. The net 
output from agriculture in 1926 was £56| million at farmers’ 
(i.e, producers’) prices. Part of this output was consumed by 
those who produced it and by their dependents. Valuing this 
part at retail prices, the value of the net output was officially 
estimated at £67 J million {The Agricultural Output of Saorstat 
Eireann, 1926-27, P. No. 132, 1930, p. 12). 

It is important to understand what this figure of not output 
represents. It is derived from the gross output. The gross out- 
put is “ that portion of total production which is sold off farms 
or which is consumed in farm households together with increases 
in stock between the beginning and end of the year of inquiry ” 
{The Agricultural Output, pp. 4-5). From it, in order to reach 
the net output, the values of animal feed, fertilisers, and seeds 
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purchased from merchants are deducted. From the net output 
figure it is possible to estimate the agricultural income by deduct- 
ing rents, bank interest, cost of tools, blacksmiths* charges and 
wages. Animal feed (£6,559,000), fertilisers (£1,301,000) and 
seeds (£689,000) amounted in the official estimate to £8j million. 
The figures in brackets are the estimated amounts at retail prices 
paid by the farmers of the Irish Free State as a body and not 
including inter-farm commerce in these requirements. This 
amount of £8| million has been deducted from the gross output in 
reaching the figure of net output £67| million. The purchase by 
farmers of tools and machinery was also estimated officially, the 
amount being £1| million. Land Purchase Annuities amounted 
to £3 1 million and, of this, about £3 million may be taken as the 
rent or interest payment. Kent on unpurchased land was 
approximately £1^ million. Bank interest is a proper deduction 
and the amount paid by farmers was between £1,200,000 and 
£1,500,000, representing an aggregate indebtedness of from £20 
million to £25 million. Rates on agricultural land amounted 
to £ 2 \ million. The total of these deductions is £9| million ; so 
that the agricultural income enjoyed by farmers and agricultural 
employees was £58^ million. Beside this figure, the Actual 
Income ** brought into assessment under Schedule B of the Income 
Tax Acts, £1,284,100, indicates the uselessness of the Income Tax 
statistics in computing Irish income from the occupation of land. 

Turning to ownership, tlie Schedule A assessments made in 
1923-24 were £10,924,000 for lands and houses. This figure 
included cxemi^t cases which are omitted from the totals of 
subsequent years. The 1924-25 assessments fell on this account 
to £6,101,200. For the present purpose, the 1923-24 assessments 
may be used and it will then be unnecessary later, in considering 
the incomes of persons who are not reached by the Income Tax, 
to add any income from the ownership of lands and houses. 

The Schedule A assessments on lands, including farm houses, 
farm buildings, etc., were £7,642,100 in 1923-24. Deducting 
£850,000 for repairs, as in the Revenue Commissioners’ Report, 
the net was £6,792,000. Rents and the interest part of the Land 
Purchase Annuities amounted to £4,500,000. The excess of the 
Schedule A assessments over this amount, £2,292,000, is deductible 
from the agricultural income in order to keep separate the income 
from occupation and that from ownership. To it the rents are 
added to give the income from ownership. The result is : 

Income from occupation . . • , • • million. 

Income from ownership (£2^ + 11 million) . £3J „ 
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Little comment is called for in regard to the reliability of the 
figure of £6,792,000. It is the aggregate of the Poor Rate Valua- 
tions less an official allowance for repairs, which is about one-ninth 
of the valuations ; and there can be no evasion in the gross, what- 
ever may happen to the net charges, with which one is not now 
concerned. The only criticism against the figure is that the Poor 
Rate Valuation is not uniformly either in point of time or place a 
true equivalent of the letting value of property in the Irish Free 
State. Dealing with this objection first as regards land, it is to bo 
observed that practically all the land of the country is occupied 
by the owners, subject to their Land Commission charges. The 
income to them from ownership is an enjoyment, not an actual 
money, income. Since the Schedule B assessments have been 
discarded as a measure of farming income, in favour of the informa- 
tion given by the Agricultural Output Report, the adequacy of the 
Poor Rate Valuation as a measure of ownership income is of little 
moment. The procedure adopted makes it wiser to rely on the 
total of occupational and ownership income than on the separate 
figures for each. The question of the under-valuation of urban 
property will be considered in its place. 

There are in the Income Tax statistics certain miscellaneous 
discharges from the assessments described in the Revenue Com- 
missioners’ Annual Reports as ‘‘ Other Reductions and Dis- 
charges.” These comprise («) reductions in the gross assessment ; 
ip) Bank Interest; (c) Cancellation of gross assessment on the 
ground that a covering assessment has been made elsewhere ; 
Id) Losses in the year of assessment, or even in previous years, sot 
off under Section 34 of the Income Tax Act, 1918, against the gross 
assessment ; (e) Allowances not granted in the body of the assess- 
ment book and afterwards made “ by discharge ” ; (/) Double 
Taxation relief (important in the years 1923-24 — 1925-26). 

The “ reductions ” for 1926-27 and later years are more reliable 
than the earlier figures, which carried an unusually heavy propor- 
tion of discharges. It is not possible to segregate these “ Other 
Reductions ” into their six categories. In order to arrive at a 
true figure of gross income it would be necessary to deduct all 
except (e) and a proportion of (c?). The discharges from the 1923- 
24 Schedule A assessments amounted to £2,219,200 ; and in 1926- 
27 to £2,084,900. A big proportion fell under heading (e). It is 
on the safe side to deduct about £J million from Schedule A assess- 
ments on lands and farm-houses and the same amount from 
Schedule A assessments on other houses and tenements. 

The total income of the agricul|ural population from farming, 
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and including owners who are not occupiers but excluding holders 
of stock issued under the Land Acts, becomes therefore £59J 
million. 

The gross income, Schedule A, from non-farm property was 
£3,281,700 in the 1923-24 assessments and £3,411,800 in 1926-27. 
Deducting the £| million already referred to, and the official 
allowance of £200,000 for repairs, which is about one-seventeenth 
of the gross, the actual income is estimated at £2,700,000. 

In the Irish Free State, owing to the absence of periodical 
revaluations, it is inevitable that there should have been con- 
siderable differences between the Poor Rate Valuations and the 
letting values, especially during the changing values of the past 
twenty years. The Irish Free State valuations are still based on 
an eighty-year old valuation with the exception of the cities of 
Dublin (revalued 1913) and Waterford (revalued 1924). The 
Rent Restrictions Acts prevent the owners of such property as is 
affected by the Acts from increasing rents beyond 130 per cent, 
of the 1913 rents, thus transferring to the tenants a beneficial 
ownership income. In 1926 the valuations were more out of 
relation to letting value than they are to-day. It has been 
noticed that the official allowance for repairs is in the 1926-27 
figures only one-seventeenth (5-86 per cent.) of the gross value. 
The statutory allowance is one-sixth ; but when the valuation is 
more than one-sixth below the rent, no allowance is made. At 
one-sixth the repairs allowance vrould have been £570,000 instead 
of £200,000. The repairs allowances granted were 35 per cent, of 
what would have been granted if all rents exceeded the valuations 
by not more than one-sixth of the rents. It is taken, then, that 
65 per cent, of the property assessed were paying rents more than 
one-sixth above the valuations.^ How much more than one-sixth 
of rents were the valuations below the rents ? I think one might 
say 50 per cent, at a conservative estimate, and 15 per cent, for 
the remaining 35 per cent. This gives £3,412,000 (0*65 x 0-5 -\- 
0-35 X 0-15), or £11J million, as the gross. Making the allow- 
ances referred to in the preceding paragraph, the income is £10| 
million. 

It is proposed to use the estimates of Central Government 
expenditure in combination with the Revenue Commissioners’ 
Reports, the Census of Population Reports (Volumes II, VI and 
VII), and the Census of Production, 1926, Reports, to obtain the 
income from salaries, wages and profits. 

The Revenue Commissioners’ Reports show that the “ actual 

1 See British Incomes and Pmperty (Stamp), p. 160. 
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income ” under Schedule E amounted in 1923-24 to £20,615,100; 
and in the 1926-27 assessments to £21,418,000. 

The Estimates show that the total amount of salaries and wages 
paid by the central government in 1926-27 was about £12 million ; 
and from a careful analysis of the items it appears that this may 
be divided as follows : — 

Paid tfi porsons liable Incomo Tax .... £7,500,000 

Paid to persons exempt from Income Tax . . . £4,500,000 

Those not liable to Income Tax numbered about 34,000 ; those 
liable about 28,500. From the Estimates for 1926-27, each entry 
has been examined, and those under the Income Tax exempt 
limit have been extracted. The total number so obtained was 
29,852 with aggregate basic salaries of £2,400,000 and cost-of- 
living bonuses of £1,900,000, a total of £4,300,000. National 
teachers arc not included. From the Annual Report for 1926-27 
of the Department of Education, it appears that 1,836 Junior 
Assistant Mistresses received £232,000; and 2,169 pensioned 
teachers received £189,000. These additions bring the number 
of incomes to 33,857 and the amount to £4,700,000. The following 
additions of “ exempt ’’ incomo have then to bo made : 


£ 

Payments by Government to volunteer crews (758) . . 2,000 

Rations of soldiers ........ .390,000 

Clothing of ditto 102,000 

Additional army pay to men for trade work, ole. . . 94,000 

Marriage allowances to soldiers ..... 1 37,000 

Payments to Army Reserve 50,000 


£775,000 

We may therefore place aside as part of the national income £5J 
million; and proceed to analyse the Schedule E assessments. 
The number of Government employees in these was 28,700 with 
an income of £7,700,000. 

Volume VII of the Census of Population (Industrial Groups) 
classifies the population at work at the date of the 1926 Census in 
eleven broad groups (Table A). 

There arc 158,841 persons in Classes III and IV. The Census 
of Production for 1926 gave the salaries of 14,077 persons 
(£2,808,403) and the wages of 93,323 (£11,467,000); accounting 
for 107,400 persons. These arc all in Classes III and IV. The 
remainder (51,500) fall into the following categories : — Small 
dressmakers (8,500), jobbing carpenters (9,500), small bootmakers 
(5,000), blacksmiths (4,500), tailors (7,000), bakers (3,000), makers 
of drinks (2,000), saddlers (1,000), motor mechanics (2,000), 
painters and plumbers (2,500), labourers (6,500). 
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Table A. 




Males. 

Females. 

Total. 

Olasa 

I. 

Agriculture ..... 

526,494 

122,081 

648,575 

II. 

Fishing ..... 

5,510 

1,683 

23 

5,533 

III. 

Mining and Quarrying . 
Manufactures .... 

21 

1,704 

IV. 

125,269 

31,868 

157,137 

V. 

Transport and Communication 

37,709 

1,181 

38,890 

VI. 

Comraorco and Finance 

79,026 

34,311 

114,237 

VII. 

Public Administration and Dofcnco 

.^6,348 

19,798 

76,146 

VIII. 

Professions ..... 

20,714 

18,209 

38,923 

IX. 

Personal Service . . . . ; 

28,826 

99,130 

127,956 

X. 

Entertainments and Sport 

3,672 

1,114 

4,786 

XI. 

Miscellaneous .... 

7,459 

1,668 

9,127 


Total .... 

893,610 

329,404 

1,223,014 


Already onumoratod 
T. 648,575 
VII. 62,500 

711,075 

Number of incomca remaining 511,939 

Hie average of the wages in the Census of Production is £123 
a year, but excluding wages above the Income Tax exemjit limit 
the average is much lower. In “ Construction and Repair of 
Vehicles ’’ the average wage was £220. At the other extreme, in 
the Linen, Cotton, Hemp and Jute industries, the average was £61. 
For wage-earners under the Income Tax exemption limit the wage 
paid to the largest numbers of workers was £98 ; and this may be 
reduced by £3 for holidays, casual work, sickness and unemploy- 
ment, remembering that an allowance is already made as between 
the figures in the Census of Occupations and in the Census of 
Industries. 

From the wage-earners in the Census of Production (93,323) 
about 33,000 may be transferred to the section of the population 
liable to Income Tax at an average income of £200, thus reducing 
the total of wage-earners to 60,500, and their earnings to 
£5,750,000. 

We thus get the following division : 

Numbers. Income. 

In Schedule E assessments . . . 33,000 £6,600,000 

. , « , j f 60,500 5,750,000 

Outside Schedule E assessments . . 1 51^500 5,050,000 

On the other hand, it is necessar}^ to tr.ansfer some of the 14,077 
salaried persons to the non-Incomo Tax class. In tliis total there 
are 610 typists and 1,564 woman clerks (Census of Population, 
Volume VII). A transfer of 2,000 persons at an average of £120 
each reduces the salaried class to 12,000 persons with an aggregate 
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income of £2,500,000; and increases the wage-earners (outside 
Income Tax assessments) by 2,000 with an aggregate income of 
£240,000. 

The number of incomes in Schedule E now accounted for is 
therefore 28,500 + 12,000 + 30,000 to 33,000 making in all, 


say 74,000 

Add Teachers . . 11,600 

Central Fund salaries 43 


Total number of Schedule E assessments 85,543 

with actual income of . . £21,400,000 

To the Schedule E actual income add for clothing, 

rations and lodging allowances of Anny officers 81,000 


£21,481,000 

Deduct non-residents assessed to Income Tax (i.e. Irish 
Free State ropresontativos abroad) 20 persons at . 10,000 


Total £21,471,000 


The Schedule E actual income (1926-27 assessments) was £21| 
million. Treating £8 million (Civil Servants) and £2| million 
(manufactures) as included, the amount left over is £11 million 
(28,500 + 12,000 = 40,500 persons). By Section 18 of the 
Finance Act, 1922, all employments are assessable under Schedule 
E. From an examination of each group in the Census of Popula- 
tion (Volume VII, Table 10) the following may be classed as 
within the Schedule E assessments : 


isa II. Fishing ...... 20 

„ 111. Mining 100 

„ V. Manufactures ..... 5,300 

„ Vl. Transport ...... 16,000 

„ VIT. Public Administration . . 2,800 

„ VIII. Professions ..... 3,000 

„ IX. Personal Service .... 2,100 

„ X. Entertainments ..... 1,200 

„ XT. Miscellaneous ..... 1,500 


Total 32,020 


This figure (32,020) has been reached independently of the figure 
of 33,000 from the Census of Production. 

Pensions paid by the Irish Free State Government to army, 
police and civil officers, included in the Income Tax assessments, 
amounted in 1926 to about £200,000 (750 pensioners). In 
addition a sum of about £510,000 was paid to exempt persons 
(6,000) and £21,000 in widows’ allowances. This total (£510,000 + 
£2 1 ,000) falls to be included in the national income. The £200,000 
above is already in the Schedule E assessments. 

To summarise at this stage, we have got an income of £59J 
million from ownership and occupation of land and farmhouses ; 
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£10| million from the ownership of non-agricultural land and 
buildings; £21| million under Schedule E representing the 
incomes of 84,000 persons; £16J million for 146,688 employees 
under the Income Tax exemption limit; and £l million from 
pensions. This gives £108J million and leaves 344,731 incomes 
still to be estimated. 

These 344,731 incomes are divided between those which are 
in or which ought to be in the Schedule T> assessments, and wage- 
earners under the Income Tax exemption limit. 

Approaching the matter from the Income Tax end, the 
Schedule D “actual income” in 1923-24 was £21,168,000; in 
1926-27 £25,550,500; and in 1927-28 £23,627,900. Charities 
(exempted) bring the 1927-28 (1926-27 assessments) total a little 
over £24,000,000. This includes industrial and commercial 
profits, professional incomes, interest received without deduction 
of Income Tax and dividends from outside the Irish Free State. 
Evasion of Income Tax in the Irish Free State in 1926-27 is not 
believed to have been considerable. Irish incomes from abroad 
arc mainly from English companies and the check hero is evasion- 
tight, leading, if anytliing, to over-payment by careless or ignorant 
tax])aycrs . The large-scale tyj^e of evasion , through the machinery 
of foreign bank accounts, is probably non-existent. Since Schedule 
B has been discarded as a measure of agricultural income, and 
Schedules A and E are not easily avoided, the bulk of evasion 
would fall under Schedule D ; and whatever this may have been 
in earlier years the scope for evasion was considerably reduced by 
1926-27. Small shopkeepers w^ould have contributed by under- 
assessment, but the aggregate amount would not appreciably 
affect the total of national income. It is proposed to estimate the 
amount at 4 per cent, of Schedules C and D combined, or 
£ 1 , 000 , 000 . 

There is, thus, an addition of £25 million to the national 
income, but it is necessary to make an estimate of the number of 
incomes included. The Census of Industrial Production (1926) 
gave a “ net output ” for all industries of £9,913,769 after payment 
of salaries and wages, the salaried persons including jiroprietors 
working in the industries. “ Net Output ” is by no means 
identical with “ income,” but the information given by the Census 
of Production is not to bo ignored. As it is reasonable to assume 
that stocks were being reduced in 1926 and that profits were less 
than in 1924 and 1925, the 1926 net output is probably a higher 
figure than the Income Tax assessments cover for industrial income. 

Incomes from professions, commerce and trading are outside 
No. 169. — VOL. XLin. o 
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the scope of the Census of Production. The number of persons 
concerned is 77,186 (Census of Population) in the following groups : 


{a) Fishing ...... 3,833 

(6) Professions ..... 5,305 

(c) Personal Service .... 9,896 

\d) Trading, etc. . . . . .22,130 

(e) Entortainmont and Sport . . 276 

(/) Industrial Production .... 35,500 

[g) Others ...... 246 


Total . 


77,186 persons 


These persons “ working on own account ” may be placed in 
the Income Tax and non-income Tax classes as follows : 


(«) 

Nil 

3,800 

(«») 

5,300 

Nil 

(C) 

2,000 

8,000 

(d) 

7,000 

15,000 

(e) 

70 

206 

(/) 

5,000 

30,500 

(9) 

246 

Nil 


Totals (.say) 9,500 57,500 


It may be regarded as arbitrary treatment to phicc all of (a) in 
the non-Incorno Tax category and all of (b) in the Income Tax 
class. An accurate division is impossible, and the net error after 
mutual cancellation is probably small. Of Class (c) it may be 
said that the more important hotel and boarding-house keepers, 
publicans, hairdressers, undertakers, etc., would be “ employers ” 
in the Census returns, and those working on their own account 
would for the most jiart be outside the Income Tax assessments. 
The total number is 7,943 males and 8,842 females —16,785 persons. 
About 60 per cent, of these persons returned themselves as 
employers and about 40 percent, as working on their own account. 
Of the 10,000 in the latter class, orie-Iialf consisted of lodging- 
house keepers. 

The trading section (cl) consisted of some 32,000 persons, of 
whom 10,000 were employers and 22,000 working on their own 
account. Of the latter, 2,000 were hawkers and newsvendors, 

4.000 were dealers in agricultural produce (cattle, pigs, horses, 
etc.), 500 were dressmakers, and most of the others small shop- 
keepers. 

Section (/), numbering 35,500; included 8,500 dressmakers, 
350 milliners, 5,500 shoemakers and 7,500 tailors; and of these, 

14.000 were working on their own account. These are taken as 
excluded from the Income Tax assessments. Jobbing carpenters 
and other woodworkers were about 5,000; blacksmiths, 4,000; 
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and 2,000 were motor mechanics, of whom I treat half as working 
on their own account. Of those engaged in building, house- 
painting, plumbing, etc. (3,500 on their ot\ti account), 3,000 are 
treated as not in the Income Tax assessments ; and road transport 
workers provide about 3,500 in the same income class. It is 
therefore estimated that 19,500 are included in Schedule D and 
that 57,500 are in the same category as wage-earners. 

It is now possible to proceed to a classification of the 344,731 
incomes remaining. Of these, 2,400 were returned as in the 
service of foreign governments. The remaining 342,330 were : ^ 


Employora (Schedule D) . . . . 27,000 

On own account (Schedule D) . . . 19,500 

On own account (Wages) .... 57,500 

Assisting relatives (Wages) .... 5,500 

Employees ...... 253,000 


Total 


342,500 persons 


The Schedule 1) income, .£24 million, is estimated to include £8 
million from investments abroad and £16 million from profits and 
interest. About £1 million is added for evasion, and £2 million 
for dividends from abroad and interest jiaid to 2 >ersons under the 
Income Tax oxoniption limit.^ 

For the 57,500 working on tlieir own account an average of 
£95 is taken, giving an income of £5,500,000. The 5,500 assisting 
relatives and the 233,000 emjfioyces are estimated to have had an 
aggregate income of £19 million on the following basis. 85,500 
were in domestic service and 12,000 in religion. These 97,500 are 
put at £60 jicr annum each (£5,850,000). The remaining 141,000 
include 37,000 in small industrial production, 25,500 in xiersonal 
service, 19,800 in professions and 44,000 in commerce and local 
government. They are classed at £95 average, giving £13,395,000. 

We have therefore added to the £108} million, already sum- 
marised, a sum of £52 million; and the total number of jicrsons 
whose incomes amounted to £160^ million is 1,223,000, which is 
the number of persons at work on the date of the 1926 (^I’ensus. 

There are some further additions of income to be made and 
some deductions. The Schedule C “ Actual income ’’in 1926-27 
was £2,228,000, including incomes below the effective exemption 
limit and incomes of charities, friendly societies, etc. 

Remittances from emigrants to their relatives in the Irish Free 
State represented a relatively large proportion of the national 

^ Census of Population 1926, Volume VII. 

* The Revenue Commissioners estimated that in 1924-25 about £11 million 
was received in the Irish Free State from investments abroad. 

O 2 
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income in 1926-27. The official estimate made for 1924-26 was 
£2,250,000 not (Irish Trade Journal, Volume I, No. 6, March 1926). 
The total value of Money Orders from the United States of 
America to the Irish Free State in the year ended 31st March, 
1927, was £1,458,095; and from Great Britain and Northern 
Ireland £912,242. Many Irish residents in the United States of 
America send regular remittances in dollar notes. It is not an 
over-statement to put the income from remittances in 1926 at 
£3 million net. Although this is not income for Income Tax 
purposes, the fact that this amount came from abroad and did not 
represent an internal transfer makes it a proper addition to the 
national income. 

All pensions paid by the central government have been 
included either in the Schedule E income or separately, with the 
exception of pensions to the Royal Irish Constabulary. The 
total amount awarded to members of this force on disbandment 
was aTbout £1,130,000 and the then existing pensions amounted 
to £680,000 (Estimates for Public Services, 1926-27). By the 
terms of the Financial Settlement of 16th March, 1926, the Irish 
Free State paid to the British Government 75 per cent, of these 
pensions, viz. £1,357,500. The greater part of this is received by 
pensioners resident in the Irish Free State — at least two-thirds. 
If the proportions taken are £450,000 and £900,000, the first of 
these amounts is a drain from the Irish Free State and therefore 
deductible from the national income. The second is a drain from 
the Exchequer but not from the country, and its treatment raises 
the question of how payments from taxes should bo regarded in 
computing the national income. If these payments have been 
earned, whether by previous personal service or by investment in 
Government securities, I treat them as additive. If, like old age 
pensions, they have not been earned but are merely internal 
transfers of income on social or charitable grounds, I ignore them. 
Assuming some kind of continuity between the Irish Free State 
and the earlier Ireland as part of the United Kingdom, one may 
justly, for national income purposes, consider these Royal Irish 
Constabulary pensions as deferred income and add them to the 
national income. The net amount to add is about £J million. 

Old age pensions amounted in 1926-27 to f2J millions. These 
are excluded from the national income. 

Pensions paid by the United Kingdom Government to Irish 
Free State residents (ex-soldiers) may be put at £2 million for the 
exempt-from-income-tax part ; against this about £f million was 
paid in 1926-27 by the Irish Free State to pensioners resident in 
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the United Kingdom. The net addition to national income is 
£1J million. 

The interest received by the Irish Land Commission from 
farmers and paid to holders of Irish Land Stock has not been 
included in the Schedule D assessments since the Financial Settle- 
ment of 19th March, 1926. The amount in 1926 was £3 million. 
In arriving at the agricultural income this amount has been 
deducted so that the interest paid out from the Irish Free State 
may be ignored and only the interest received by Irish resident 
stockholders included. The greater part of this is in the Income 
Tax assessments. I enter £| million as an estimate of the amount 
not in the Income Tax assessments. All these additions amount 
to tl\ million. 

Two deductions must be made : (a) Assurance premiums paid 
by Irish Free State residents to companies established out of the 
Irish Free State, less the amount spent by these companies in the 
Irish Free State ; (ft) x)rofits remitted from the Irish Free State on 
outside investments in the Irish Free State. 

The total amount of i^remiums paid out from the Irish Free 
State in 1926-27 was £1,714,755. Allowing, on a rough estimate, 
one-third for commissions and management, and one-third for 
claims paid, the net amount to bo deducted is £] million. 

The Revenue Commissioners estimated that in 1924-25 
£3,340,000 was paid from the Irish Free State on outside invest- 
ment in the Irish Free State. Against this they estimated that 
£11 million was received in the Irish Free State from investments 
made in other countries, and this figure of £11 million has been 
carried by mo at £10 million into the statement of national income 
because there were some realisations between 1924 and 1026. A 
<lednction of £22 million is now made. 

'rhe estimated national income of the Irish Free State in 1926 
becomes £164J million. The details are summarised in the 
Table (B). 

Although I think Mr. Colin Clark’s definition of national 
income in “ The National Income, 1924--31 ” is arguable, the Irish 
Free State figures may bo brought into comparison after adding 
£| million for employers’ contributions for certain social services 
(Irish Free State Statistical Abstract, 1932) and £1 million for 
sums written off stocks out of income (on a proportionate basis 
between the United Kingdom and the Irish Free State Schedule D 
“Actual Income,” adopting Mr. Clark’s United Kingdom estimate.) 
It is necessary to deduct million for interest on internal debt, 
another i\ million for losses Schedule D, £J million for loss on the 
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post office and million annuity to the British Exchequer. It 
happens that these changes leave the net figure unaffected. 

Table B. 

Estimate of the National Income of the Population of the Irish Free 

State in 1926. 



Income 

Numbers 


(£ million). 

(000). 

Occupation of Land ...... 

60 

049 

Ownership, including bonoflcial ownership, of land . 

3} 

— 

Schedule A (non-agncultural) .... 

lOi 

— 

Schedule C ....... . 

2i 

— 

Schedule 

24 

40*5 

Schedule E ....... . 

21i 

84 

Wage-earners not in Income Tax assessments . 
Workers on their own account not in the Income Tax 

35i 

384 

assossmonts ....... 

6i 

67-5 

Pensions (not) not in Income Tax assessments . 
Dividends from abroad and Interest not in Income 

2i 

— 

Tax assessments ...... 

21 

— 

Evasioi] ........ 

1 

— 

Persons in foreign government service 

1 

2-5 

Kemittancos from emigrants 

3 

— 

Gross total ...... 

167i 

1,223-5 

Leas — £ million. 



Assurance premiums (net) paid to out- 
side companies .... 1 

Profits remitted abroad . . . 2| 

3i 


Net total ..... 

£1041 



Mr. Clark estimated the net national income of Great Britain 
and Northern Ireland to have been £3,684 million in 1926. This 
is an average per head of population of £81-4, while the average 
for the Irish Free State is £54-8, about two-thirds (67 j^er cent.) of 
the United Kingdom figure. For the gainfully occupied numbers 
of the population the United Kingdom income was £191*5 and the 
Irish Free State income £132, or nearly 70 per cent. The national 
income of the Irish Free State in 1926 was about 4J per cent, of 
the national income of the United Kingdom. 

A difficulty arises in making an approximate comparison with 
Mr. Clark’s Distribution of Income, owing to the predominance of 
agricultural income in the Irish Free State and the nature of this 
income. Of the 268,930 farmers in the Irish Free State, 201,570 
occupy farms of less than 50 acres. The gross output per worker 
(farmers, farmers’ children and other relatives working on the 
home farm and agricultural labourers) was £96 in 1926 (including 
£34 consumed by the agricultural community). The farmer in the 
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Irish Free State is an independent worker in the same income class 
as the average Irish wage-earner. With the extension of land 
purchase, agricultural ‘‘ profits have become a small part of the 
agricultural income. Of the £56 million of agricultural income, 
£50 million is bracketed, in the following comparison, with wages. 


Distribution of National Income in the Irish Free State and in 
the United Kingdom, 1926. 


Source. 

Irish Froo 
State 

(£ million). 

Per cent, 
of Total. 

United 
Kingrlom 
(£ million). 

Per cent, 
of Total. 

Wages : 

(o) Agricultural 
(6) Other 

Salaries .... 
Rent .... 

Profits and Interest . 

Not income from abroad ^ . 

(«) 50 
(6) 43*5 

21-5 

13-75 

23-25 

12-5 

(а) 30 

(б) 27 

13 

8-3 

14-1 

7-6 

(а) - 

(б) 1,352 

821 

270 

1,008 

233 

(а) — 

(б) 36-7 

22-3 

7-3 

27-4 

6-3 

Total . 

164-5 

100 

3,684 

100 


' Tho Irish Froo State figure is swollen by £3 million of emigrants’ remittances. 


T, J, Kiebnan 





SOUTH AFRICA AND THE GOLD STANDARD 


When England left gold in 1931, the South African Govern- 
ment — ^the Nationalist Party — decided to remain on gold. The 
Opposition — the South African Party — ^was at first divided in its 
views, but when General Smuts declared in favour of following 
England, his party accepted his decision. In February 1932 a 
select committee was appointed to inquire whether “ the interests 
and the welfare of the Union ” demand the maintenance of the 
gold standard “ and in what way a departure from the standard 
would afEect the interests of the country.** In view of the Prime 
Minister’s statement that the Government was determined to 
keep on gold, members of the South African Party were unwilling 
to serve on the Committee, but the difficulty that witnesses would 
be examined only by those who favoured the gold standard was 
in part avoided by the appointment of two I-iabour members, one 
of whom was opposed to gold. 

In the evidence contained in the Report of the Committee 
(S.C. 9-32) the strongest plea advanced by witnesses in favour of 
abandoning the gold standard was that of correcting the position 
of the farmer, especially in regard to his mortgage debts. Farms 
had been bought when prices were high, the fall in the price of 
primary products made it impossible for farmers to meet the 
interest on bonds. It was claimed that even with the reduction 
in railway rates and the export bounty of 25 per cent, on wool, 
the farmer was worse off than if exchange had been at parity 
with sterling and there had been no subsidy or reduced railway 
rates. Producers of other agricultural exports, receiving smaller 
or no bounties, suffered still more. 

The witnesses for the Gold Producers* Committee claimed 
that a devaluation of 25 per cent, would not lead to any sub- 
stantial increase in the cost of living of Europeans in the Union. 
In the absence of an increase in the cost of living on the Witwaters- 
rand of more than 10 per cent., there was said to be no case for 
an increase in the level of wages; they asserted that such an 
increase of prices was improbable. ’J’he mining witnesses were 
even more emphatic that an increase in Native wages could not 
be justified on the ground of devaluation of the currency. On 
the other hand, the Mozambique Convention required pass fees 
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and all payments made to the Portuguese Government in respect 
of their natives working on the mines to be paid in gold. This 
stipulation would almost certainly be maintained, but the stipula- 
tion that the wages of the Portuguese natives must also bo paid 
in gold could probably be modified. The mining witnesses 
estimated that the increase in these and other costs would not 
exceed £1,000,000 per annum, or 3 per cent, of the working 
expenditure. To avoid the possibility of an under-estimate, the 
maximum increase was put at 10 per cent., with a devaluation 
of 25 per cent. The increase in the price received for gold was 
estimated at £15,400,000 per annum. On the basis of a maximum 
increase in working costs of 10 per cent., the net gain would be 
£12,200,000, of which £4,200,000 would be taken by the Govern- 
ment, assuming there was no change in the present basis of 
taxation. 

The gold interests also claimed that there was an even greater 
advantage in devaluation through the possibility of working 
huge bodies of lower-grade ore. It was claimed that a reduction 
in working costs from nineteen shillings to fifteen shillings per ton 
would more than double the life of the Witwatersrand mines, 
and that the devaluation method of making low-grade ores 
profitable would be even more advantageous than the four 
shillings reduction in working costs. 

One of the advantages whicih politicians asserted would follow 
leaving gold was increased gold production. Under examination 
the mining witnesses admitted that the majority of mines were 
working to the full extent of their capacity, so that the margin 
for immediate increase was not large. But, they said, about 
£2,000,000 a year extra would be spent on capital expenditure 
during the next five years. This would ultimately increase 
production. The adoption of this policy would reduce the total 
number of gold ounces produced during the period, although the 
mines would be operating on at least as large a scale as regards 
the ore crushed. To the members of the coininittco it seemed 
so unlikely that shareholders would approve of such a policy, 
and so probable that they would wish to get the full immediate 
advantage of the premium on gold, that a similar question was 
put on the following day. Again the representatives of the Gold 
Producers’ Committee asserted that output would fall a little in 
the first twelve months. As the opposite statement has been used 
as one of the arguments in favour of leaving gold, the reply is 
noteworthy, as is the admission that there is no possibility of 
opening large-scale mines and bringing them to the production 
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stage within five years. The Gold Producers evidently believe 
that the time lag in the rise in prices is to be very great. 

The Association of Chambers of Commerce, the Chamber of 
Industries, and the two large commercial banks favoured leaving 
gold because of the benefit to primary producers and the encourage- 
ment it would give to the return of capital which had been sent 
overseas. 

There was much division of opinion amongst those who 
favoured leaving gold. The Federated Chamber of Industries, 
the Association of Chambers of Commerce, and the Standard 
Bank favoured keeping South African currency at parity with 
sterling whatever happened to sterling. The representative of 
the other large commercial bank added the rider that should 
sterling tend to dejDreciate too much, the South African currency 
should again be detached from it. The Gold Producers’ Com- 
mittee and Dr. Samuel Evans, chairman of the Crown Mines, 
were in favour of allowing the currency to depreciate to a lower 
level as a preliminary to devaluating at this unknown level. 

In favour of remaining on gold, the Reserve Bank and the 
Netherlands Bank witnesses gave evidence that the Union had 
adequate exchange resources and was in a balanced position in 
regard to international payments, and that any benefit given to 
exporters must come from other interests in the country. Trade 
Union representatives stressed the danger of a rise in x>rices, 
which would result in a fall in real wages. Other witnesses 
pointed out that however desirable devaluation might be in 
some countries as a corrective of the transference of wealth 
brought about by the fall in prices, the existence of the gold 
industry in the Union altered conditions. Elsewhere there was 
a possibility that devaluation would result in a gain at the expense 
of the rest of the community for those who had not suffered 
from the fall in prices. In the Union the existence of the gold 
industry made it certain this would happen, and amongst the 
sufferers would be many farmers who did not produce for export. 

In its Report the Committee discussed the extent of the 
transfer of funds to London which had been brought about either 
by the belief that sterling would improve or that South Africa 
would depreciate its currency. The highest figure given by 
responsible witnesses was £13,000,000 or £14,000,000 (South 
African) — the estimate of the representatives of the two large 
commercial banks. From evidence of bank deposits and sales 
of exchange, the Committee came to the conclusion that the total 
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cash resources withdrawn from the Union were between £9,000,000 
and £10,000,000. Part of this, however, was sent over in anticipa- 
tion of goods which would be ordered later, and was not a real 
loss of capital. This export of funds had not led to an undue 
contraction of credit. Even the bankers who wished to leave 
gold said there was no restriction on advances so long as the 
security was good. 

The Committee believed that abandoning gold must cause 
an adjustment in the price level, and that the producers’ advan- 
tage from depreciation would be only temporary. During the 
transition period exporters from gold standard countries do suffer, 
but this had been met by subsidies wherever they appeared 
necessary. The world is not going to pay more for gold just 
because South Africa leaves the gold standard. The additional 
profits must come from the citizens of the Union, and the Com- 
mittee could not see how this transfer could take place without 
a serious readjustment of values. Nor could it accept the theory 
that abandoning gold would lengthen the lives of the mines. 
The crushing capacity of the mines is a constant quantity. A 
material increase requires heavy capital outlay. If prices rise 
as a result of leaving gold, the development part of the mines’ 
programme would be cancelled. In fact, a premium on gold, 
instead of increasing, might reduce the life of the mines. If the 
mining interests believed that the premium would disappear or 
be balanced by rising prices within a few years, they might 
reduce the proportion of low-grade ore, so as to get the maximum 
premium “ even at the risk of future impoverishment of the 
mines.” The safety of the currency, to which Mr. van der Horst 
had directed attention, was also emphasised in the Report. It 
would be practically impossible to resist the efforts of the influen- 
tial interests, already trying to obtain depreciation, to carry the 
depreciation further and further. 

After the debates in Parliament following the issue of the 
Report, the banks were easily able to handle exchange at gold 
parity. There was no restriction on speculation, but tliere was 
little or no speculation because it appeared that there was no 
immediate prospect of leaving gold. The recent success of the 
South African Party candidate at the Germiston by-election led 
many to believe that those in favour oE leaving gold would win 
the next general election. In itself, however, it did not affect 
the exchange position, for the present Government may hold 
office until 1934. The announcoment on December 22, 1932, of 
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the decision of Mr. Tielman Boos, formerly leader of the Transvaal 
section of the Nationalist Party, to resign his seat on the Appellate 
Division and return to politics was the immediate cause of the 
abandonment of gold. His object was to form a coalition party, 
whoso aims were to be the abolition of racialism and of the gold 
standard, and the extension of the industrial colour bar. White 
workers who might fear a rise in prices were told that it was wrong 
to allow natives to drive cars carrying whites . As it seemed certain 
that Mr. Tielman Boos would influence some Nationalist votes in 
the House, a flight from the South African pound commenced in 
the week before Christmas. On December 24 the demand for 
sterling had become so great that one of the banks had to decline 
any further applications at eleven o’clock. On December 27 
the Government announced its decision to relievo the Beserve 
Bank of its obligation to redeem its notes in gold. The Minister 
of Finance stated that between £2,000,000 and £3,000,000 left 
the country in three days. In addition, there was a rush to convert 
notes into gold at the Beserve Bank. It was clear that with- 
drawals would have been beyond the capacity of the banks, 
which would have had to close their doors. 

Mr. Boos has criticised the Government for not adopting his 
policy of devaluation at a point below sterling. Ho j^oints to the 
need of the stability of gold. General Smuts complains that wo 
have not linked up with sterling. In view of the possibility either 
of suspicion of our currency, which would drive more capital 
away, or of a great return of funds, great speculative changes in 
the demand and supply of exchange seem possible. It is very 
doubtful if a rate fixed to-day could be maintained. Considerable 
variations in rates are almost inevitable, and trade will suSer. 
But the view of the Gold Producers that we must endure this 
seems sound. If financial speculation plus political uncertainty 
can drive us off gold, it can drive us off any other standard until 
the political situation clears. Control, however, is in the hands 
of the commercial banlts, and they are in favour of following 
sterling, towards which the rate is rapidly moving. On December 
28, the banks’ selling price of £100 sterling was £70 IO 5 . On 
December 29 no sales were made. On December 30 the rate was 
£91, and on January 3 £96. Since we left gold the Beserve Bank 
has kept out of the exchange market. Exchange can be obtained 
from the commercial banks only for what are regarded as legitimate 
purposes. R L^gj-TE 

University of Cape Tovm, 

January 3, 1933. 



THE SITUATION IN SOUTH AFRICA 1929-32 


Tjie abandonment of the Gold Standard by South Africa 
has been largely represented as due predominantly to political 
causes. In this article an attempt will be made to give the 
relevant economic data for a more fundamental analysis of the 
development of the economic situation in recent years. 

In 1929 South African visible exports reached a peak figure 
since the War inflation of £98 m. and visible imports a peak of 
£83 m. The balance of payments for the year in respect of 
current income and long-term loans was unfavourable by over 
£15 m.^ For the calendar years from 1925 to 1929 net short and 
long term borrowing averaged £9*4 m. per annum. The average 
interest payments abroad from 1925 to 1929 were about £5*5 m. 
and the dividend payments some £10-5 m. per annum. ^ In 
1930, owing to further long-term borrowing abroad of £10 m., 
and a reduction in the value of imports by £19 m. as compared 
with a fall in the value of exports of only £14 m. (owing to the 
increased volume of agricultural and pastoral exports which 
offset, to some extent, the decline in export prices), the unfavour- 
able balance in respect of current income and long-term borrowing 
was converted to a favourable balance of about £4 m. There was 
the usual accompanying rise of the Commercial Banks’ funds ® in 
London and an increase in total deposits (accompanied, however, 
in this case by a decline in current discounts and advances in 
South Africa). 

^ For detailed figures of the Balance of Payments 1921-32 see Appendix, 
Tabic I. (Banking statistics referred to below are given in Table II.) 

* The greater part of those dividends is paid by gold-mining companies and 
other companies closely associated with and dependent upon gold-mining. 

• Throughout this article and on the graph in the Appemlix, the abbreviated 
term “ London Funds ” (of the South African Commercial Banks), which is 
used for convenience, refers in fact to Money at Call, Securities and Bills Receiv- 
able, both in TiOndon and elsewhere outside the Union. No separate statistics 
are available for the ])uroly London portion of these funds or that pertaining 
solely to the trade of tlie Union of South Africa. It is known, however, that 
the London proportion of these funds predominates in amount (in 1923 it appears 
from evidence to the Kemmorer and Vissering Commission that it was roughly 
about 60 per cent.). In any case the London proportion represents such an 
important part of the total of those funds outside the Union, and the economic 
relationship with the Union exerts such a strong influence upon it, that important 
economic fluctuations pertaining to the trade of the Union are clearly reflected 
in the total figures. 
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The situation was radically altered during 1931. Exports 
declined further both in volume and value. Borrowing overseas 
stopped almost entirely, and with the abandonment of the Gold 
Standard by Great Britain there began a panic export of capital 
which is discussed later in this article. By December 1929 
advances and discounts of the Commercial Banks in South Africa 
had risen to £51 m. as compared with £37 m. in 1924, an increase 
of 39 per cent. Deposits meanwhile had increased by only 
£2*6 m., that is, by 4*5 per cent. The ratio of advances to 
deposits rose from 63 per cent, to 84 per cent. The favourable 
balance of payments in 1930 caused a decline in this ratio to 
70’ 1 per cent, in December of that year. From December 1930 
to December 1931, however, the Commercial Banks’ funds in 
London declined from £38*5 m. to £22*9 m., and deposits in 
South Africa from £63*5 ni. to £56*6 m., notwithstanding a small 
increase in discounts and advances in the Union. The ratio 
of advances therefore again rose to 80*6 per cent. The December 
ratio ot cash reserves to deposits declined from 15*3 per cent, in 
1924 to 14*4 per cent, in 1929 and to 12*2 per cent, in 1931. 

In 1931 Union exports were £72 m., a decline of £26 m. from 
the 1929 total. Adding an estimate of £10 m. for the loss of 
receipts from overseas borrowing, the Union can be said to have 
suffered a loss of receipts of some £36 m. Allowing for the 
fall in import prices of 19 per cent, which occurred between 
these two periods, the real loss can be estimated to have been 
£29 m. 

This loss of real receipts from overseas had the same well- 
known effects in South Africa as were experienced in other raw- 
material-producing countries. It affected with particular severity 
the primary producers other than gold mines. It resulted in a 
serious disequilibrium between export prices and the prices of 
sheltered and protected production. The extent to which the 
primary producers referred to were affected is shown by the 
fact that, of the decline of £26 m. in total Union exports, £13*5 m. 
is accounted for by the decrease in the value of agricultural 
and pastoral exports, the value of which fell from £26 m. in 
1929 to £12*5 m. in 1931. While the prices of agricultural 
exports fell by 43 per cent., the volume of agricultural exports 
only decreased by 14 per cent. Similarly the value of mineral 
products other than gold declined from £16 m. in 1029 to £6 m. 
in 1931. There was a decrease of 51 per cent, in the prices of 
mineral exports accompanied by a decline of only 19 per cent, 
in their volume. 
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That there was, pari passu, a very considerable decline in 
the national income in South Africa is certain, but a calculation 
of its amount is made impossible by the fact that the necessary 
statistics have not been computed by the Census Office since 
1923.^ Disequilibrium between prices of export goods and 
prices of goods and services of protected and sheltered industries 
intensifies the effects of a decline in the national income. The 
continuance of high prices in sheltered and protected production, 
coupled with the low and falling export prices and the consequent 
decline in the spending power of the export industries, leads 
to a contraction of the volume of protected and sheltered 
production. 

The disequilibrium existing in South Africa is illustrated 
by the fact that whereas export prices (all exports excluding 
gold) had fallen in 1931 to 56 per cent, below their level in 1924, 
the prices of South African goods had fallen by only 23 per cent., 
and imported goods by 24 per cent. Agricultural and pastoral 
prices had actually declined by 61 per cent. A comparison of 
the average price indices for the years 1929 and 1931 showed 
that export prices (all goods excluding gold) fell by 46 per cent. ; 
agricultural and pastoral exports by 44 per cent. ; import prices 
by 19 per cent. ; prices of South African goods by only 15 per 
cent., and the general wholesale price index by only 14 per cent. 
Moreover, the official statistics of employment showed a decline 
from 1929 to the end of 1931 of 9 per c(*nt. As these statistics 
exclude farming, commerce and finance, and provincial, govern- 
mental and municipal services, they understate the decline in 
general employment very considerably. They give, however, 
some indication of the curtailment of sheltered and protected 
production. 

At the same time there had, for some years, been a growing 
divergence between the wholesale price level in 8outh Africa 
and in Great Britain. For 1931 (base 1924 — 100) the South 
African wholesale price index for all groups and the Statist whole- 
sale price index, were 77-3 and 59*4 respectively. The index 
for South African exported goods showed a similar lag to the 
general wholesale index, and stood at 76. 

’ Moreover, one of the tii-st stops taken by tlio Chjvornnicnt when tlio Uepros- 
flion began in 1930 was to suspend the annual census of Agricultural and Industrial 
Production. In 1023 the national income was calculated by the Economic and 
Wage Commission, on the basis of earlier calculations by Dr. Lohfeldt, as‘ being 
£186 m., and the ostimatod not product included in this estimate and attributed 
to agricultural and pastoral producers was £47 in. Those figures will servo as 
some indication of the relative magnitude of the fall in income from overseas 
and of the etlocts of the fall in agricultural prices. 
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The divergences between British and South African wholesale 
prices and between export prices and the prices of domestic 
production were brought about by the following factors : 

1 . By the favourable prices obtained for South African exports, 

other than gold, up to 1929, which were reflected in 
domestic prices. 

2. By the heavy borrowing overseas (which increased pur- 

chasing power and bank credits), and by the large 
expenditure from loan funds in South Africa from 1924 
onwards. 

In the seven years from 1924 to 1931 the external 
debt of the Union increased by £28 m. (20*8 per cent.), 
that is, by an amount which exceeded by £1*4 m. the 
increase of the external debt in the fourteen years from 
the date of Union to 1924. At the same time the 
internal debt increased from 1924 to 1931 by £21 m., 
that is, by 27*8 per cent. The annual debt charge 
increased from 1912 to 1930 by £6-7 m. (143 per cent.), 
and the debt charge per head of the European population 
increased by £2*6 or 74 per cent. The annual debt 
charges expressed as a percentage of Union Central 
Revenues were 26-7 per cent, in the financial year 
1912-13, as compared with 35*7 per cent, for 1928-29 (in 
which year Union Revenue reached its highest point. ^ 
The average annual expenditure from loan funds for 
the three financial years ending March 1914 was £4-1 m. 
For the seven financial years from 1924 to March 1932 
it was £11*3 m. — an increase of 176 per cent. A very 
considerable portion of these loan funds was spent 
wastefully in railway construction that was unproductive 
from the beginning, in irrigation schemes that were ill- 
conceived and uneconomic, in wasteful settlement schemes 
and subsidies to the agricultural co-operative movement, 
in relief of distress, and in the financing of ventures, 
such as the iron and steel industry, of very doubtful 
economic value. 

3. By the new protective policy inaugurated in 1925 and the 
general increase in the customs tariff in that year, 
followed by a further substantial increase in selected 

^ These figures refer to the gross public debt — they do not, however, differ 
appreciably from changes recorded if estimated figures of the net public debt 
are used. The figures of annual debt charge include interest payments, costs 
of administration, and contributions to the sinking fund. 
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industries in subsequent years. The effects of the 
increase of the tariff can be illustrated by the fact that 
the gross value of output of all industrial undertakings 
in 1922-23 was £74 m. and the value added to materials 
£37 m., InJL929-30 the respective figures were £112 m. 
and £56*1 m., an increase of 51*3 per cent, in both the 
gross value of output and the value added to materials. 
It is clear that tips large increase involved a very great 
transfer of resources from other forms of production and 
a heavy burden on the export industries. 

4. By the inauguration of a far-reaching policy of State 
^ socialism^ particularly in regard to agricultural and 
' pastoral production. In the last seven years practically 
every important agricultural commodity has been sub- 
jected to some form of artificial interference with the 
free play of the forces of supply and demand. The 
interference has taken the form of fixing minimum 
prices, marketing through Government Boards, levying 
of export subsidies at the expense of higher internal 
prices, prohibiting imjiorts, etc. Wheat, flour, bread, 
sugar, maize, tobacco, butter, cheese, cream, fruit and 
meat arc some of the commodities whose domestic prices 
have, for some years, been artificially divorced from 
the movement of world prices. The resulting rigid 
internal price structure in these industries seriously 
complicated the difficulties of adjustment necessitated 
by changes in world prices since 1929.^ 

6. In addition, far-reaching Industrial Legislation from 1925 
onwards had led to a greater degree of rigidity in 
the wage structure. By the end of 1931 such official 
statistics as are available show that nominal weekly 
wage rates in eight classes of occupation in the Union 
had, on the average, fallen by only 2*8 per cent, since 
1931, and that real wages had increased by 3*6 per cent, 
since 1929 and 9*1 per cent, since 1924. In gold-mining 
average weekly wages increased by 10-9 per cent, between 
1924 and 1931, and by 7-6 per cent, between 1929 and 
1931. 

A crisis developed with the abandonment of the Gold Standard 
by Great Britain. The financial situation was aggravated, not 

^ For a detailed analysis of this legislation see an article by J. G. van der 
Horst, to be published in The South African Journal of Economics, March 1933, 
which I was privileged to see in manuscript. 

No. 169. — ^voii. XLin. 
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only by the resulting losses of exporters, financial institutions, 
etc., and the Reserve Bank, owing to the depreciation of their 
sterling holdings, but also owing to the fact that there was. a 
panic putflow, notwithstanding stringent rationing by the banks, 
of funds from the Union in anticipation of South Africa also 
abandoning the Gold Standard. * 

The exact amount of funds transferred^ is not^k^own. The 
amount estimated by the Select Committee on the Gold Standard 
was that £10 m. were transferred between September 1931 and 
February 1932. A large part of this, the Committee was con- 
vinced, represented quite temporary speculative transfers. It is, 
however, certain that a considerable part of the sujn repre- 
sented repayments, or anticipated repayments, of debt obliga- 
tions in sterling by South African nationals, and was thus a 
relatively permanent export of capital. ^ 

It is, in any case, clear that by the end of 1931, quite apart 
from the immediate crisis resulting from the currency change in 
Great Britain, South Africa was faced with the urgent need of 
undertaking the fundamental readjustments necessitated by the 
fall in export prices, the decline in tiie national income, the 
increase in the burden of debt, the prevalent unemployment, and 
the rigidity of the domestic price structure. 

The decision of the Union Government to maintain the 
Gold Standard was probably based, in the first instance, on 
the desire to await developments overseas. The policy was, 
however, subsequently adhered to without a complete realisa- 
tion of the conditions of disequilibrium which existed and which 
were, in fact, intensified during 1932. 

It should be noted in particular that the rigidity of the 
domestic price and wage structure made it impossible for the 
gold-mining industry to obtain any aj^preciable benefit from the 
increased value of gold owing to the fall in world price levels. 
The fall in gold-mining costs (which, of course, was the only 
way in which the increased value of gold could be reflected as 
long as South African currency was at par with the dollar) was 
confined to the lower prices for imported stores used by the 

^ From the 30th September 1931 to tho end of March 1932 total Commercial 
Bank deposits fell by 14 per cent., advances and discounts by 7 per cent, and 
tho ratio of cash reserves to deposits fell from 11*8 per cent, to 12’7 per cent. 
Tho Commercial Banks' Funds outside tho Union fell from £31 m. to £28 m., 
and the South African Reserve Bank’s holdings of foreign assets was reduced 
from £6*9 m. to nil. The position is illustrated in the graph at the end of this 
article. At tho same time Reserve Bank loans and advances to tho Government 
and holdings of Treasury bills incroased from nil to £2*9 m. 
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mines and the relatively small changes in the prices of local 
stores. Owing to the small proportion that the goods, whose 
prices are sensitive to world price changes, form of the costs of 
the gold mines, and owing to the considerable time lag before 
even these exert an influence, the mines had achieved negligible 
reductions in costs up to the end of 1931. The gold-mining 
industry accounted for 61 per cent, of Union exports in 1920 
and 68 per cent, in 1931. The rigidity of the price and wage 
structure in Soutja Africa almost entirely prevented this industry 
from beneflting by the higher feal value of its product 
abroad. 

It is significant that throughout the pages of the Report 
of the Select Committee on the Gold Standard, there is no indica- 
tion that the implications of the economic maladjustment, out- 
lined above, were understood, or that a policy for dealing with 
them had been formulated by those in control of the situation. 

The Governor of the Reserve Rank argued as if nothing 
but the decision to maintain the Gold Standard was necessary, 
and spoke somewhat arrogantly of the powers of the Reserve 
Bank, which he stated would, if the Government suspended 
convertibility of notes into gold but did not change the position 
of the Reserve Bank, ‘‘ go on paying its notes in gold and charg- 
ing such rates of exchange as would keep the South African 
pound on a par with gold/^ ^ 

By the decision to maintain the Gold Standard a measure of 
inflation as a means of relieving the situation was ruled out, 
and it clearly became necessary to carry out a stringent and 
balanced deflationary policy. It was particularly necessary to 
reduce real wages, and, if possible, interest charges, and costs 
in the export industries (including gold mines), and to bring 
about a closer correspondence between the prices of domestic 
and export goods. It was also necessary to balance the Budget, 
which by March 1932 showed a deficit of £2*5 m. in the Railway 
and Harbours accounts and of £2 m. in the Central Government 
Finances. The Government, however, either did not fully 
realise the need for such a policy, or felt itself, for political 
reasons, disinclined or powerless to put it into effect. As a 
result matters were allowed to drift. In the gold-mining industry 
(the wage standard in which exerts a far-reaching influence on 
the wages of all skilled labourers in the Union) no reduction 
in wages took place and the mine-owners, it seems, felt that 

^ Minutes of Evidence : The Select Committee on the Gold Standard; 2 let 
February, 1932. Q. 16-17. 

h2 
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they would not have the support of the Government if they 
attempted to reduce them. 

The reduction of nominal wages in the Civil Service and 
on the Railways were not greater than warranted by the fail 
in the cost of living, and savings were really effected in these 
services by drastic retrenchment and short time wljich increased 
the burden of unemployment. 

At the same time the Government proceeded to take certain 
positive measures which greatly increased the effects of the 
disequilibrium which lack of policy failed to remedy. 

In the first place, additional customs duties had been introduced 
in the 1931 Budget. These were followed in November 1931 by a 
special primage of 5 per cent, on all imports except a very small 
list of articles excluded, mainly on account of the inconvenience 
of collection. In December exchange dumping duties were 
levied on all goods which competed with local manufactures 
from countries with depreciated currencies, and the 1932 Budget 
imposed a special customs surtax of 7| per cent, on the same 
goods, with the exception of farm requisites and machinery. 

On the other hand, export subsidies ranging from 10 per cent, 
to 25 j)er cent, w^cre paid on selected exports (mainly agricultural 
and pastoral, and excluding gold) as from November 1931. In 
this way the Government hoped to make good to these exporters 
losses incurred owing to the fall in export prices and losses 
incurred on exchange. Acting along the same political lines the 
Government continued and extended the policy of artificial price 
maintenance in agricultural and pastoral production, at the 
same time levying duties or quotas in order to force out accumu- 
lating surpluses by special subsidies, recouped from the higher 
domestic prices of these products. 

The result of artificial price maintenance was to complicate 
the situation even in the case of products which normally do 
not figure in the list of Union exports. For example, the average 
wholesale price of wheat per 200 lbs. was 24.5. IkL in South 
Africa anid in England in 1929. In 1931 it was 23«. lOd. 

in South Africa and 106*. 3d. in England. From being a large 
importer of wheat and flour, the Union became an exporter and 
was faced in 1932 with a heavy surplus of wheat produced at these 
artificial prices. A further example of the gap between domestic 
prices and export values is afforded by maize. During 1932 
domestic values frequently exceeded export prices by over 
100 per cent. 

The added customs and primage duties and the exchange 
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dumping duties increased the gap between prices in the sheltered 
and protected industries and export prices. The special export 
subsidies introduced in November 1931, apart from the fact 
l!hat they were arbitrary and uncertain in amount, could not 
and did not counteract the evil effects of the increase in the 
tariff. For they did not succeed in increasing the spending 
power of the export industries concerned except at the expense 
of reducing the spending power of other export industries {e,cj, 
gbld-mining) and at the expense of further increasing the cost 
of the tariff as a whole. 

From 1924 to 1929 customs revenue increased from £7-G m. 
to £10'2 m., or by 33-4 per cent. In 1932 the total customs 
revenue (including the primage, surtax, etc.) still exceeded the 
customs revenue obtained in 1929 notwithstanding that imports 
from overseas had fallen from £76*1 m. in 1929 to £32*7 m. in 
1932, or by 57 per cent. Customs revenue was 13*4 per cent, of 
the value of overseas imports in 1929 and 32*1 per cent, in 1932. 

As a result the disequilibrium existing at the end of 1931 
was not rectified during 1932. In the first nine months of 1932 
the various indices exhibit a uniform downward movement and 
the discrepancies recorded at the end of 1931 remained as before. 
The prices of agricultural and pastoral exports fell by a further 
11 per cent, as compared with 1929. The index of imported 
goods declined by 9 per cent, and the index of the wholesale 
price of South African goods declined by 11 per cent. The 
latter (1924 == 100) stood at 67-5 in October 1032 as compared 
with 55-6, the Statist index-number on the same base. Employ- 
ment declined further from 9 per cent, to 14*6 per cent, below 
1929. Bank debits to individual accounts in the Union, which 
had declined by 14*4 per cent, from 1929 to 1931, fell by a further 
17*3 per cent, if the first ten months of 1932 are compared with 
the first ten months of 1931. 

The outstanding development during 1932, however, was the 
very large reduction in imports. Whereas recorded exports for 
1932 were only £2*5 m. lower than in 1931, recorded imports 
fell by £20 m., from £53 m. in 1931 to £32*6 m. in 1932. This 
is a decrease of 60*8 per cent, on the value of imports in 1929, 
and of 49*1 per cent, on the value of imports in 1924. Taking 
these figures at their face value it is possible to attempt a rough 
estimate of the balance of payments for 1932, and it would appear, 
at first sight, that there was a favourable balance of payments 
of £18*8 m. for the year. These figures, however, exclude (as 
pointed out above) the export of capital which began in September 
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1931. Although there wad an easing of the situation towards 
the tiaiddle of 1932 (and rationing of exchange was withdrawn), 
there can be no doubt that the general belief that no permanent 
adjustment could bo expected in South Africa until a change 
in currency policy was undertaken, coupled with the reduced 

Table I. 

Union of South Africa. Balance of Paymenis. 



1927. 


1920. 

1930. 

1931. 

1932. 

Exports .... 

96-5 

96-7 

97-9 

83-4 

71-8 

690 

Imports .... 


79- 1 

83-5 

64-6 

630 

32-7 

Credit 

22-5 

17-6 

14-4 

18-8 

18-8 

36-3 

Other Credits : 







Ports and Transport 
Foreign Nationals . 


10 

M 

1-0 

0-7 


10 

M 

M 

10 

0-7 


Other Items . 


1-0 

0-9 

1-2 

10 


Total Credits not Capital 

25*5 

20-7 

17-5 

220 

21.2 

380 

Debits not Capital : 

Freight, Insurance, Com- 







missions 

7-8 

7*7 

8-3 

GO 

6-8 

3-8 

Interest 


5-7 

6*6 

5-8 


3-6 

Nationals abroad . 


43 

4-5 

4-3 

4-3 

4-3 

Emigrants 


10 

1*0 

M 

M 

1-6 

Foreign Services and Gov- 







ernment expenditure . 

1-2 

1-2 

1-2 

0*9 

0-9 

0-9 

Dividends 

10-6 

10-3 

10-3 

0-5 

8-5 

80 




30-9 

28-2 

25-6 

22-0 

Debit Balance ( — ) 

- 51 

- 9-5 

-13-4 

- 6-2 

- 4-4 



Credit Balance (-f) 

— 

— 

— 

— 

— 

-1-16-0 

Uncorded long-term Govern- 







ment and Municipal Loans 

4*9 

0*6 

— 

8' 6 

1-0 

♦2-8 

Recorded long-term Private 







Loans .... 

1-5 

2-2 

0-9 

1-4 

— 

— 

Recorded long-term repay- 







ment of Loans 


— 

- 2-G 

— 

t 

t 

Remainder of Debit Bal- 






ance (— ) 

— 

- 6-7 

- 151 

— 

- 3-4 

— 

Remainder of Credit Bal- 







ance (-f) 

11 

— 

— 

3-8 

— 

t 18-8 


* New Loan. 

t See special remarks in the text concerning the export of capital. 


spending power of the export industries, the policy of subsidising 
exports at the expense of imports, and the burdensome effects 
of the high tariff, led to a continuous temporary and permanent 
export of capital throughout 1932. Funds were temporarily 
held abroad in anticipation of an alteration in the rate of 
exchange and in anticipation of a more favourable opportunity 
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for importing at a subsequent date. In addition, the repayment 
of overseas debts and obligations by Union nationals abroad 
and the withdrawal of funds by foreign nationals from South 
Africa continued. Moreover, it is probable that the recorded 
export statistics overstate the value of exports. The value of 
exports is the “ free on board ’’ value in South African currency, 
and, in a time of falling overseas prices and depreciating currencies 
overseas, the values realised tend to be less than those stated at 
the time of shipment. 

In any case the banking statistics do not reflect a situation 
such as the recorded figures of the value of imports and exports 
would by themselves have brought about if there had not been 
the abnormal export of capital referred to. In the first nine 
months of 1932 deposits in South Africa further declined by 
£3*2 m. Advances and discounts, however, declined by £6*2 m. 
and the ratio of advances to deposits stood at 73*8 per cent, in 
September 1932 as compared with 80*6 per cent, in December 

1931. These changes arc, however, largely explained by an 
increase in the Reserve Bank’s holding of Union Treasury bills 
and loans and advances to the Government of £3-7 m.^ The 
ratio of cash reserves of the Commercial Banks to deposits 
further declined in 1932 to 11*8 per cent. The Commercial 
Banks’ funds outside the Union increased by £4 m. Reserve 
Bank notes in circulation declined from £8*0 m. in November 
1931 to £6*4 m. in November 1932, that is, by 20 per cent. It 
would appear that, at the least, there was an abnormal export of 
capital from September 1931 to the end of 1932 (apart from the 
panic speculative transfers in the last three days before con- 
vertibility was suspended) of £15 m. It is probable that this is 
a considerable under-estiinate. It is clear, however, that from 
September 1931 onwards the export of capital (whatever its 
exact amount) seriously aggravated the loss of income from 
abroad which the country was already suffering, and further 
curtailed economic activity. 

^ Apart from tho reduction of the RoBorvo Bank’s holdings of foreign bills 
and a continuous decline of Kosorve Bank notes in circulation from £9*1 m. in 
December 1929 to £0*4 ni. (tho lowest point on record) in November 1931, tho 
change in Union Treasury bill holdings and loans and advances to tho Govern- 
ment is tho only alteration of any importance in tho Koservo Bank’s position 
throughout tho period under review in this article. Owing to the negligible 
variation in loans and advances, etc., prior to 1932, Reserve Bank iiguros .have 
been omitted in tho tables and calculations and in the graph given in the 
appendix. Tho Reserve Bank’s discount rate was increased from 6 per cent, 
to 6 per cent, on November 13, 1931, and reduced to 5 per cent, on October 7. 

1932. 
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The Budget prospects became worse during 1932, and at 
the beginning of November it appeared that the total deficit 
would be about £7 m. at the end of the financial year. It is 
clear that the Government and the Reserve Bank were hoping 
that, in spite of the widespread economic maladjustments which 
existed, and the lack of policy for dealing with them, the country 
would be able to continue the declared currency policy of the 
Government and the Reserve Bank, and that a change in world 
conditions would bring about a gradual improvement in the 
situation. 


A. 

A'. B. 

Table II. 

B'. C. 

D. 

E. 

F. 

G. 

Total 
Deposits 
iu the 
V'uion 
(Com- 

llescrvc 

Dank’s 

lioidin;^ 

of 

Advanceal PoroiKn 
(vurr»*nt plus kssfts 

D(n)osila. Dia- (Fori'if»n 

A-B 
plus B' 
Dopo.sits 
less 

.Vdvanc«*» 

plus 

I’ointmr- 
cial 
Banks’ 
Money at 
Gall, 
Secur- 
ities a>\d 

Cash 
lleserves 
of the 
Commer- 

Ratio of 
Cash 
Reserves 
to 

U(;pOSit'S. 

Ratio of 
Advances 
and 
Dis- 
counts 

inoroial 

counts. 

Dills and 

Urservo 

Bills 

cial 

Dunks). 


Jiritish 

Bank’s 

Ih'cviv- 

Banks. 

Deposits. 


Govt. 

Sj'cnr- 

ities). 

Forfi),ni 

holdings. 

ablc out- 
side the 
Union. 




£(00U,O0o'!>). Per cent. 


1913 

34-2 

180 

32-9 


1-3 

8-1 

7*2 

2 10 

96-2 

1922 

64-7 

29- 9 

45- 1 

0-5 

20- 1 

230 

9' 9 

15-3 

69*7 

1923 

6M 

320 

38-8 

3-3 

25-6 

21-5 

9-5 

15-6 

63-5 

1924 

58-0 

30-9 

36-4 

2-2 

23-5 

23*8 

8-0 

15' 3 

63-3 

1925 

60-1 

33-3 

38-5 

0-3 

27-9 

22-2 

0-7 

16- 1 

64-1 

1926 

58-9 

31-9 

411 

6-3 

241 

27-0 

100 

170 

69-8 

1927 

59-4 

33-2 

41-8 

7-7 

25-3 

30-5 

8-7 

14-6 

70*4 

1928 

62-3 

33-5 

45*4 

8-3 

25-2 

31-4 

8-8 

14- 1 

72-9 

1929 

60-0 

30-5 

5M 

6-6 

16-1 

25-7 

8*7 

14-4 

84-3 

1930 

63-5 

27-9 

41-5 

6*5 

25-5 

38-5 

81 

12*8 

70*1 

1931 

56-6 

21-7 

45-6 

— 

ll-O 

22-9 

6-9 

12-2 

80*6 

1932 

(Sopt.) 

53-4 

22-6 

39-4 


140 

26-9 

6-3 

11-8 

73-8 


The change in the political situation, brought about by the 
announcement of Mr. Tielman Roos that he would re-enter the 
political arena in order to bring about the devaluation or depre- 
ciation of the South African currency, finally took the matter 
out of the hands of the Government and the Reserve Bank.^ 
With the banking and economic situation which had developed 
the Government and the Reserve Bank could hold out no hope 
of again stopping the panic demand for foreign exchange and 
the run on the banks and building societies for cash in order to 

^ In view of the extraordinary burdens the primary producers were forced 
to boar, and the stagnation in economic activity throughout the country, this 
political development cannot be regarded with surprise. 
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convert notes into gold, as they had done in 1931.1 No other 
course remained but to suspend convertibility. In doing so the 
agreement between the Reserve Bank and the gold mines for 
the sale of the gold output to the former automatically lapsed 
and the Reserve Bank lost control of the gold output. Thereby 
the Reserve Bank was reduced to a position of almost complete 
impotence. It ceased temporarily to operate, and for the time 
being it left the adjustment of the exchange entirely to the 
Commercial Banks in consultation with the gold mines and other 
financial interests. 



Curve A = Total Deposits of Commercial Banks in South Africa at 3 1st 
Dec. 

Curve B = Excess of Deposits over Advances in South Africa plus Reserve Bank’s 

Foreign Holdings at 31st Doc. 

Curve C = South African Banks* London Funds at 31st Dec. 

Curve D — Not Balance of Payments (see special right-hand scale) 

Curve E = Cash Reserves of Commercial Banks at 31st Dec. 


The most significant fact in the development of the situation 
in South Africa since the world depression is the extraordinary 
weakness displayed by the Reserve Bank during the whole of 
the period under discussion. Apart from its control of the note 
issue and the sale of the gold output, and the foreign exchange 
resulting therefrom, the bank appears to have exerted little else 
than an unimaginative and restrictive influence on the economic 
and financial situation. 

The events of the last two years again illustrate clearly that 

^ The Minister of Finance declared that between £2 m. and £3 m. left the 
country within three days. 


106 


THB BCONOMIO JOURNAL 


[MARCH 


in the case of South Africa (as in Australia) the strong com- 
mercial and financial nexus with Great Britain, which involves 
large South African funds in London and British funds in South 
Africa, exerts an all-powerful influence on South African financial 
and currency policy. 

Throughout the period under discussion in this article, just 
as before, during and after the War, the movements of credit in 
South Africa vary in accordance with the net balance of pay- 
ments and the Commercial Banks’ funds in London. The graph 
appended to this article illustrates this clearly. It compares 
the London funds of the Commercial Banks with the excess of 
deposits over advances and discounts in the Union of the same 
banks, plus the Reserve Bank’s holding of foreign bills and 
securities, at the 31st of December each year from 1913 to 
1932. It shows secondly the Net Balance of Payments of the 
Union from 1921 to 1932. The course of total deposits in the 
Union and of the cash reserves of the Commercial Banks is also 
indicated. 

The graph reveals the very close connection between the 
South African Commercial Banks’ funds in London and the 
excess of deposits over advances and discounts, etc. in the Union 
{i.e, spending power in South Africa). The sudden rise in the 
Commercial Banks’ funds in London in 1925 and their subse- 
quent higher level is due to the amalgamation of the National 
Bank of South Africa with Barclays Bank (Dominion, Colonial 
and Overseas). The graph reveals also a high degree of corre- 
spondence between the Net Balance of Payments of the Union 
and both the London funds of the Commercial Banks and the 
course of credit in South Africa (i.e. deposits less advances and 
discounts, etc. of the Commercial Banks). ^ 

These are the real factors that control the credit conditions 
in South Africa. It should therefore be the policy of the South 
African Reserve Bank to facilitate the smooth working of the 
credit mechanism by a suitable currency policy and by using 

^ It should be noted that the graph is constructed from the statistics issued 
by the Census Office. For 1931 and 1932, however, the Net Balance of Pay- 
ments is estimated and the graph does not take account of the abnormal export 
of capital referred to in this article. The banking statistics for 1032 are those 
for the September quarter. The Net Balance of Payments, however, is estimated 
for the whole year. I am indebted for the method of constructing this graph 
to Professor Tocker’s article on “ The Measurement of Business Conditions in 
New Zealand ” in the Economic Record of Australia, Vol. I, No. 1, and his article 
in the British Economic Journal for December 1924, and to Professor D. B. 
Copland’s comments on the whole problem in his book on Credit and Currency 
Control (Melbourne, 1932). 
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every influence it can bring to bear on Government and banking 
policy to bring about those economic measures which will adapt 
the South African economy, with the least amount of unnecessary 
hardship, to changes in the South African national income, and 
income from abroad. 

A policy in a financially dependent country like South Africa, 
which rests on the assumption that the relationship between the 
British and South African banking systems is of lesser importance 
than the currency policy of the South African Reserve Bank and 
the Government, is based on a complete fallacy. Yet it was this 
assumption which apparently lay at the root of the ofiicial policy 
in the last two years. With the political and banking situation 
as uncertain as it still is, it is too early to attempt to forecast 
the course of future policy, but it is to be hoped that it will be 
more suited to the special financial conditions of South Africa 
than it has been in the immediate past. 

S. Herbert Frankel 

University of the Witwater stand, 

Johannesburg. 

January 24, 1933. 



A NOTE ON IMPERFECT COMPETITION 


1. In a very suggestive and admirably lucid article in the 
Economic Journal of last December Mrs. Robinson attacked 
certain problems of imperfect competition. Postulating, for 
simplicity, an industry in which there aro no external economies, 
she assumed that in an imperfect market (1) each firm tries to 
maximise its own net monopoly revenue and (2) the industry 
comprising all the firms is in equilibrium, in such wise that there 
is no inducement cither for insiders to leave or for outsiders to 
enter it.^ She did not treat this case in its full generality, but 
confined herself to the simplified sub-case in which all the firms 
arc exactly alike and situated over against their customers in an 
exactly similar way. In this sub-case, by means of an ingenious 
geometrical technique, she obtained several interesting and 
important results. In studying her article, however, I felt a 
doubt whether the two conditions postulated might not prove 
on occasions to be incompatible with one another. In order to 
satisfy myself on this point, I was led to apply to Mrs. Robinson’s 
problem the more powerful tool of algebraic analysis. The 
result is to confirm Mrs. Robinson’s conclusions and to extend 
them over a wider range. It may be of interest to some readers 
of the Journal to see the problem worked out in this way. 
Though, however, it is, to my mind, a better and securer way, 
I should certainly never have thought of it if Mrs. Robinson 
had not first blazed the trail. This note attempts only the 
subordinate task of improving, on a rather bleak ice-wall, a 
staircase which has already been made and ascended. 

2. Let us begin with the simple case, treated in the December 
article, in which all the firms are exactly similar and are similarly 
situated towards would-be buyers. Write F(p) for the total 
quantity of product that all the buyers together will buy if the 
price at works of all the firms is p. Let f(p) be the quantity 
of product provided by each firm at average post p. Let there 

be n firms. Let be the rate of substitution, among one 

^ It is also tacitly assumed, as is proper fov the purpose in hand, that there 
are a large number of firms, or, more generally, in the terminology of the 
sections which follow, that n is large. 
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firm’s customers, of product from the other firms when the price 
charged by the one firm, and by it alone, increases. Then Mrs. 
Robinson’s two conditions of equilibrium may be written ; 

' (1) “ m =/{p). 

3. Secondly, let us abandon the assumption that all the 
firms are of equal size, while retaining the assumption that their 
structure and environment are such as to make the prices at 
works charged in all of them the same. In this case all we have 
to do is to make n mean, not the number of firms, but the number 
of times that the output of any particular firm that we are con- 
sidering divides into the total output of all the firms, when any 
given price rules everywhere. The equations set out in the 
preceding section then apply. 

4. Thirdly, let us abandon the above assumption of similarity 
of situation as well as that of equality of size among the firms, 
and so allow of different prices ruling at works in different firms. 
In this case the condition of general equilibrium, namely, equality 
of receipts and of costs in the widest sense, which we are positing 
for the industry as a whole, need not hold good of any particular 
individual firm. We must, therefore, confine our argument to 
those particular individual firms, actual or imaginary, of which 
it does hold good. If we do this the equations set out above 
are still applicable. We must, however, give n a rather more 
complicated meaning. It means the number of times that the 
output of the firm we are considering divides into the total out- 
put of all the firms when some defined price P is ruling at works 
in our firm and the prices at works ruling in other firms are such 
that the whole system is in equilibrium. 

6. It is thus clear that in all cases we have two equations 
and two unknowns. Hence (1) Mrs. Robinson’s two conditions 
are always compatible, and (2) the problem envisaged is deter- 
minate. 

6. The equations yield immediately the following conclusions : 

(1) In the special case where the degree of imperfection in 
the market is nil, t.c. in a perfect market, 

is identical with f{p) for all values 

of p, we may, if we wish, write, inat^ad of, but not in addition to, the first equation, 
>Kp, n) = 0. 


^ Since, by definition n) 



no 
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mp, n) 
Bp 


is an infinite negative quantity, 


f'iP) is infini te negative quantity. 


the actual value of p is the minimum average cost in re- 
spect of which it will pay our firm to have any output ; i.e. the 
firm is producing on its optimum scale. 

(2) If there is any (finite) d^ree of imperfection in the market, 

— has a negative value less than infinite. 

/. since F' always has a finite negative value, f{p) has a finite 
negative value. 

/. the actual value of p is larger than the aforesaid minimum 
average cost, and the firm is producing on less than its optimum 
scale. 

(3) If there is an infinite degree of imperfection in the market, 

in such wise that ^ all values of p, Mrs. Robinson's 

two conditions can, apart from freak cases, be jointly satisfied 
only for nil output. For practical purposes, though not, of course, 
in point of logic, they are, therefore, incompatible. 

(4) In the cases described in § 2 and § 3, where a single price 
at works in all the firms rules in equilibrium, the question arises 
what will happen to this price if the function F alters in such a 
way that the aggregate quantity demanded in equilibrium is 
increased. From the equations at the end of § 2 we can derive 
the further equation : 


mp, 

Bp 


p- 


n 


nv) 


mp, n) 

8p 




= p- 


nv). 

f{p) 


But the left-hand side of this equation represents the elasticity 
of what Mrs. Robinson calls the individual demand curve for 
the product of the particular firm we aic considering, and the 
right-hand side the elasticity of that firm's average cost curve. 
Over the range relevant to our problem we may assume with 
confidence that the elasticity of this latter curve will grow 
(numerically) larger as the price falls towards minimum average 
cost.i It follows that anything which renders the left-hand 
branch of this equation for all relevant values of p larger causes 

^ It may bo noticed, as a curiosity, that, if/"(p) is^iegative over the relevant 
range, the position of the price index which Satisfies Mrs. Bobinson's two con* 
ditions is one of unstable equilibrium. 
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the equilibrium price to fall; and conversely. When, there- 
fore, the function F alters in such a way that in equilibrium the 
aggregate quantity demanded is incieased, there will follow a 
fall or a rise of price according as the elasticities of the individual 
demand curve over the relevant range are made numerically 
larger or smaller than before. A fall in price implies an increase 
in the output per firm and, therefore, if a fall occurs and if there 
is an increase in the number of firms, this increase must be less 
than in proportion to the increase in total output. 

7. These results add nothing of significance to those reached 
by Mrs. Robinson. The algebraic method, however, enables 
us to establish them without the need of assuming similarity 
either of size or of situation among the firms involved. It also 
enables us to set out clearly what the factors are upon which 
the form of the individual demand function depends. As was 
indicated in § 2, the check which a rise in the price asked at 
works by the firm we are studying imposes on the quantity of 
product demanded from that firm is made up of two elements ; 
(1) a reduction in the total purchases of those who have hitherto 
bought from that firm, and (2) a substitution by them of pur- 
chases elsewhere for purchases from that firm. The elasticity 
of the individual demand function in respect of any situation 
is thus determined by these two elements. It may be written 

_ _V_ . 

Jf\v) f(v) ‘ 


Now, when there is a common price throughout the market, 

is the elasticity, in respect of the price p, of the aggregate 

demand function for the whole market. This is, of course, 
negative. The other element, to be subtracted from it, is 
positive and is clearly larger (1) the less imperfect is the market 
and (2) the larger is n. Therefore, unless the market is absolutely 
imperfect, the individual demand function for any firm is always 
more elastic than the aggregate demand function. In the limit- 
ing case of a perfect market, it is always infinitely clastic, even 
though the elasticity of the aggregate demand function is nil. It is 

thus convenient to regard the expression — as a measure 

of market imperfection in respect of the firm we arc considering, 
when the average cost at works there is p and the whole system 
is in equilibrium. It may be noted finally that, if we have 
started from a position of equilibrium, and a new factor is intro- 
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duced, which renders the market less imperfect than it used to 

be, so that — gives place to another expression of larger 

value, the elasticity of the individual demand function over 
the relevant range is, pro taifdo^ enlarged, price at works falls, 
and aggregate output is increased. As before, if there is an in- 
crease in the number of firms, the increase must be less than in 
proportion to the increase in total output. 

8. It should be observed in conclusion that the aggregate 
demand function F employed here is not identical with the 
aggregate demand function of ordinary elementary analysis. 
In that analysis, when an aggregate demand function for any 
industry is set over against an aggregate supply function, it is 
usually assumed that costs of transport are negligible, so that 
the whole of the demand and the whole of the supply can be 
regarded as brought together at some single point in space. 
F('p) is thus the quantity of demand that will be so brought 
together at price p. Here, on the other hand, J(p) is the sum of 
the quantities of demand that will bo brought together at a 
number of different points when the price p rules in all of them. 

A. C. PiGOU 



THE IMPERFECTION OF THE MARKET 
A Further Note 

This note is a comment upon Mrs. Robinson’s interesting 
article on ‘‘ Imperfect Competition and Falling Supply Price ” 
(Journal, December 1932, p. 544). 

1. To begin with a small matter. “ Is it the case,” Mrs. 
Robinson asks, “ that falling average cost to the firm necessarily 
leads to falling supply price for the commodity? Each writer 
who has contributed to the discussion so far appears to regard 
the prevalence of falling supply price as established as soon as 
ho has established the fact that average costs to the firm may 
fall. The purpose of this article is to challenge that view ” (Zoc. 
cit.^ pp. 549-50). As one of the writers concerned, I should like 
to say that not only have I never taken that view, but, in an 
article to which Mrs. Robinson refers more than once, I went 
out of my way to repudiate it. My reason for thinking that 
“ increasing return or diminishing supply price ” in an industry 
may result from diminishing cost in the individual firms was 
stated thus : when there are diminishing costs in the individual 
firms, ” enlargement of existing firms is often (though not always 
or necessarily) the most profitable way of increasing the outi)ut 
of an industry — and hence the method actually adopted ” 
(Journal, March 1930, p. 106; italics added).^ That is to say, 
the conclusion that diminishing costs in the individual firms may 
lead to diminishing supply price in the industry was limited (as 
it obviously must be) to the cases where the enlargement of the 
industry is achieved by enlargement of the firms, and it was 
expressly stated that the enlargement of the industry will not 
always be achieved in this way. Thus my contention was that 
“ falling average cost to the firm ” will often, but not always or 
necessarily, lead to “ falling supply price for the commodity ” ; 
and this is exactly what Mrs. Robinson argues — indeed, she goes, 

^ Similarly, in dealing with a rather different case, the transition from 
diminishing cost in the firm to increasing returns in the industry was made 
thus ; “ expansion of particular businesses might bo ” — not will be or must be — 
“ the most profitable way of securing an increase in aggregate output ; so that, 
in the absence of other obstacles, the larger output could be obtained at a lower 
cost per imit ** (Zoc. cit., p. lOS). 

No. 16D. — ^voL. xmr. 
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if anything, rather further than I did in claiming that the result 
will “ probably,” instead of “ often,” follow. (I can speak only 
for myself, but I fancy that other contributors to the discussion 
will bo as surprised as I was to find themselves saddled with the 
opinion which Mrs. Robiilson attributes to them. It is note- 
worthy that she does not give a single quotation or even reference 
to show that any one of them has ever held it.) 

2. While this conclusion of Mrs. Robinson’s is, I think, gener- 
ally accepted by those who have given thought to the subject, 
her ingenious proof of it raises soine questions on which further 
light would be helpful. 

She supports it by an appeal to a series of diagrams based on 
a theorem of Mr. Kahn’s — ^viz. that, in the conditions postulated, 
equilibrium requires “ the individual demand curve of the firm ” 
[i.e. the curve showing the demand for its output] to be a 
tangent to its average cost curve ” (Joe. cit., p. 547). My first 
question is : What exactly docs the average cost curve represent ? 

Mrs. Robinson has seen and explained very clearly as regards 
the industry as a whole that, the conditions of supply (i.e. 
technique, organisation and so on) being given, the change in 
cost, or supply price, consequent upon an increase of output 
depends on the nature of the cause (e.g. the change in demand) 
which gives rise to it ; ^ and that it is therefore impossible to 
draw a supply or cost curve for the industry as a whole showing 
unequivocally the cost, or supply price, of each output, since the 
cost, or supply price, is not uniquely determined by the output. 
(If such a curve is to bo drawn at all, it must bo drawn with 
reference to some definite and specified conditions of demand 
and be used to illustrate the effects of such changes in demand 
only as fall within the limits thus prescribed.) It is therefore 
rather puzzling that she should proceed to draw a cost curve for 
the individual firm without explaining why similar considerations 
do not apply in this case or, alternatively, what are the conditions 
of demand to which her cost curve refers. ^ For it would seem, 

^ Or, more generally, the cost of a given output depends upon the way in 
which it is provided, and this in turn depends on various circumstances besides 
the size of the output and the technical conditions of the industry — among them, 
the character of the demand. 

* Wo are told two things about the conditions of demand : (1) “ the demand 
curves of the separate firms are all alike (p. 64.5), and (2) ** the imperfection of 
the market arises solely from differences in transport costs incurred in respect of 
different purchases from the single firm, or from such differences between cus- 
tomers in their preferences for particular firms as cannot bo altered by tho 
action of tho firms themselves ” (pp. 646-6). We may fairly be asked to infer 
that the cost-curve only applies under those conditions and that the demand- 
changes contemplated must not introduce any difference between the demand 
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prirm facie, to be true of the individual firm, as of the industry 
as a whole, that the cost of expansion depends on the nature of 
the stimulus (e.gr. the change in demand which occasions it, 
and that the cost of production is not uniquely determined by 
the output, but depends in part on the character of the demand.^ 

The point is simple and can be illustrated by adapting Mrs. 
Bobinson’s highly apposite examples. A firm can expand in 
various ways, — e,g, by opening d new branch (shop, factory, or 
what not) or by squeezing more out of its existing establishment ; 
by adding a new “ line *’ (say a new quality, shade or pattern) 
to its existing products or by increasing the output of its old 
‘'lines,*' by adapting its methods to the requirements of new 
customers or by continuing in its old routine. Its costs are 
likely to be affected by the choice which it makes, and its choice 
will depend in part upon the character of the demand which it is 
seeking to meet. In other words, the cost at which a firm pro- 
vides any given output depends on the way in which it provides 
it, and this in turn depends on the character of the demand for 
it. For example, if the demand for retailers* services is concen- 
trated closely about a particular shopping centre, a firm may 
supply all its customers from a single establishment, whereas if 
the demand were more widely spread it would operate through 
several branches : its costs might be different in the two cases 
even though its volume of sales were the same. 

Consider, then, the eases taken by Mrs. Robinson. In the 
first, “ the imperfection of the market is due to differential 
transport costs,” and “ the increase in [total] demand comes 
entirely from a fringe of newly-established suburbs on the out- 
skirts of a town.” Then “ the inhabitants of the suburbs would 
at first buy from the various firms in the centre of the town, but 
as soon as firms were set up in their own districts, they would 
transfer their custom to tlie new firms,” with the result that 
“ the demand cui*ves of the old firms ” “ fall back to their former 
position,” and so do their outputs and costs, the “ new demand ” 
being entirely “ satisfied by the new firms ” {loc, cit., p. 552), 
But why do not the old &ms open branches in the suburbs? 
Presumably, since the imperfection of the market is due to 

curves of tho separate firms or any market-imperfection not belonging to one of 
the specified typos. Mrs. Robinson’s examples illustrate tho first typo of market- 
imperfection only. It is argued below that tho limitation of markot-imperfoctibn 
to ^his type, together with condition (1), is not sufficient to render the cost of a 
^jfven output uniquely det^nninate. 

^ Here, of course, the “ demand ” is tho demand for tho output of tho 
individual firm. 
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transport charges and not to any bias in favour of the new firms, 
because they could not, by doing so, satisfy the additional demand 
as cheaply as, or at any rate more cheaply than, the new entrants. 
That is to say, in the conditions postulated by Mrs. Robinson, 
because expansion in thfe way*would cause their average costs, 
not to fall, but to rise — or at best to remain unchanged, so that 
a cost curve relating to expansion of this kind would, over the 
relevant range of outputs, not* be falling but rising, or at best 
horizontal. This, it would seem, is the reason why the enlarged 
demand does not cause the old firms to expand nor therefore 
costs and supply price to fall, — ^why, in Mrs. Robinson’s ter- 
minology, the old firms’ “ new demand curves ” fall back into 
their former position.^ 

Similarly of her other cases. In the second, there was “ a 
fringe of customers attached to the market of each firm who 
were never provided for in the manner which they would really 
have preferred (for instance, the location of the old firms may all 
have been equally inconvenient for them). They were indifferent 
between the old firms. But the increase in total demand has 
called into existence firms which exactly meet their various 
requirements ” (foe. cit,, p. 553). One would suppose that if the 
increase in demand calls new firms into existence at all, this is 
because the existing firms cannot (e,g, by opening new branches 
in convenient positions) cater for the new customers and the old 
fringe as cheaply as a new entrant can : which means, on Mrs. 
Robinson’s assumptions, that if they made arrangements to meet 
the wants of these customers as well as the new entrants do, 
their average costs would rise, — that the cost curve relevant to 
expansion of this kind is, not falling, but rising.^ 

^ It is 110 doubt possible to imagine, for purposes of illustration, that the 
new customers have a rooted prejudice against shops which are not self-contained, 
independent businesses even if they offer exactly the same service and facilities 
as those which are, and that this prejudice cannot bo overcome by the offer of 
any amount of special facilities and attractions or by expenditure of any kind, 
while the preference for shopping near homo is similarly resistant to the offer 
of special facilities at the centre — so that the finns at the centre cannot satisfy 
the now demand as effectively as a now entrant at any cost. But the practical 
significanco of such cases is perhaps not very great. They can bo dealt with 
analytically by saying that the cost of enlarging existing businesses so as to meet 
the new demand as effectively as a new entrant is infinite. 

• Here, as in the first case, the reason why the existing firms do not supply 
the now demand from their existing establishments is, of course, that the rising 
costs of transport (including those borne directly by the consumers as well as 
those incurred by the firms) offset the fall in the cost “ at works.** Mrs. llobinson 
has adopted Mr. Sraffa *8 method of treating transport costs — including those 
incurred by the producer — ^as a deduction from price, not an addition to cost. 
The price, or receipts per unit, shown in the diagrams is, so to speak, the price 
" f.o.b, at works,” not ” c.i.f.” at the goods’ destination. 
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The third case is not quite so clear and I am not sure that I 
interpret it aright. Here “ the increase in demand ” is “ spread 
evenly over the whole market — ^for instance, by a uniform increase 
in the density of population,*’ and “ the new firms ” are “ set up, 
so to speak, in between the old firms (either geographically or in 
respect of special qualities which appeal in various degrees to 
different customers),” but the old firms expand so as to satisfy 
part of the additional demand. Here again it would seem, 'prima 
facie, that the emergence of the new firms is due to the fact that 
the old firms cannot (e.g, by opening convenient branches or 
otherwise developing qualities which make the appropriate 
appeal) supply the wants of the intermediate customers so 
cheaply as (or at any rate more cheaply than) a new entrant 
can — ^though they are, in this case, able to supply part of the 
additional demand as cheaply. This is why the “new demand 
curves ” take the position they do take : i,e, on the conditions 
postulated, it is because further expansion of the old firms, if it 
took a form which satisfied the wants catered for by the new 
ones, would not cause their average costs to fall.^ Once more an 
average cost curve relating to expansion of this kind would not, 
like those shown in the diagrams, slope downwards towards the 
right. 

Expressed generally, the proposition which Airs. Robinson is 
supporting appears to be this : If an increase in demand occurs 
in a part of the market - which existing firms cannot reach, by 
expansion, as cheaply as a new entrant can, they will not expand 
to meet it ; and the mere fact that they could lower their average 
costs by putting additional supplies on some other part of the 
market will not cause the price of the commodity to fall.® 

However this may be, it is evident that Airs. Robinson’s cost 

^ Indood, it would soom that Mrs. Robinson could have illustrated her three 
diagrams (/oc. ci7., p. 651) representing the three various effects which an increase 
in total demand may have upon the output and costs of the firms in an industry, 
and therefore on the “ supply price ” of its product, without postulating any 
difference wliatever in the characl-or of the increase in demand — by supposing in 
each case exactly the same change in total demand and taking up three different 
hypotheses about the cost at which existing firms could make the appropriate 
expansion. 

* The division of the market need not bo geographical. Customers who 
differ in taste, prejudice, knowledge, disposition and so on belong to different 
parts of the market. Another way of putting the point would bo to say that 
the existing finns cannot, by expansion, satisfy the new demand as effectively 
as a now entrant at so low a cost. 

* Her proof is not designed to establish the proposition in this general form, 
being limited to the special case defined by her initial assumptions ; but it could 
doubtless bo extended to cover the more general case. 
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curves are not intended to show the cost which the old firms 
would incur if they expanded in such a way as to satisfy the new 
demand as effectively as a new entrant. They relate to some 
other kind of expansion. But what kind ? We cannot suppose 
them to depict the cost of expanding in the cheapest possible 
manner; for if the ordinate of each point on the curve repre- 
sented the lowest possible cost per unit at which our firm could 
turn out the quantity of product represented by its abscissa, 
Mr. Kahn’s theorem would no longer hold good. In equilibrium, 
receipts per unit cannot indeed fall below the minimum possible 
cost per unit, but they may exceed it.^ For a firm may provide 
its output in a way which is not the cheapest possible, if by doing 
so it adds to its receipts as much as it adds to its costs. (For 
example, it may open a suburban branch even though it could 
supply the product more cheaply at its central establishment, if 
the first method would secure it enough custom to cover its 
costs and the second would not.) Nor can wc, I think, suppose 
that the ordinates of the curve represent the actual costs which 
the firm would in fact incur if it produced the outputs repre- 
sented by their abscissa?, i.e, the costs of producing them in the 
manner which would be most profitable in existing circumstances ; 
for, as wo have seen, these depend partly on the state of the 
demand. A curve of this kind would be liable to change position 
with changes in demand.^ And Mrs. Robinson’s evidently are 
not ; for in all the diagrams the cost curve remains undisturbed 
when the demand clianges, and the conclusions that the price 
of the commodity will be unchanged ” “ if the individual demand 
curve does not alter its slope,” will be raised if it is “ less clastic 
in the new position ” and lowered if it is “ more elastic in the 
new situation ” (pp. 550 - 51 ), depend on the assumption that it 
does so. If the cost curve as well as the demand curve had to 
be redrawn when demand changes, we could infer nothing at all 

^ Unless indeed “receipts’* and “demand price” are to bo calculated by 
deducting from tho firm’s actual takings the excess of its actual costs over the 
costs which it would incur if it provided its output in the cheapest possible 
way — ^which excess is, in oqiiilibriimi, tho additional expenditure nec^sary to 
maintain its receipts at their present level instead of allowing them to drop to 
what the output would fetch if it wore provided in tho cheapest possible way. 
But a “ demand curve constructed thus would not bo independent of tho 
firm’s costs, and Mrs. Robinson has expressly said that hors are. 

® Unless indeed it is drawn with reference to some specified conditions of 
demand setting prescribed limits to tho type of demand-change which can be 
studied in connection with it. I cannot believe that Mrs. Robinson would limit 
the application of her curves in this way without saying so and indicating 
precisely what restrictions she was placing on the character of the demand- 
changes. 
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about the elasticity or form of the demand curve required to 
secure an unchanged, raised or lowered price. 

The first question which I want to ask is, therefore, this : In 
constructing an ‘‘ average cost curve,” what exactly are the costs 
to be set against each output ? I feel sure that there is a per- 
fectly simple answer, but it would help me, and perhaps other 
readers of the Journal, if Mrs. Robinson would say what it is. 

3. My second question relates to Mrs. Robinson’s treatment of 
“ normal profits ” and equilibrium.” 

“ If entry into the trade is possible, the industry will only be 
in equilibrium when profits are normal. If profits are more than 
normal, now firms will tend to enter the industry, and its output 
will tend to increase. If profits arc less than normal, firms will 
tend to leave the industry, and its output will tend to decrease. 
Only when profits are normal will there be no tendency for the 
output of the industry to alter ” (p. 546). As applied to the 
conditions postulated by Mrs. Robinson, this reasoning is familiar 
and cogent if wc suppose that entry into each trade and move- 
ment from one to another costs nothing — that entry is not only 
“ 'possible ” but free. For then profits must (after allowing for 
differences in risk and so on) be the same in every trade, and in 
each trade the level of profits excess above which will cause new 
firms to enter is the same as the level deficiency below which will 
cause old firms to move out : this is the normal level. Seeing, 
however, that free entry into a trade is difficult to reconcile with 
the notion of an imperfect market, Mrs. Robinson goes on to 
re-define '"normal profits,” and, if I understand her aright, 
“ equilibrium.” We have “ to define normal profits in respect 
to the particular industry, and it is that level of profits any 
excess above which will attract new firms ” (p. 547). She pro- 
ceeds : " The proposition that the industry is in equilibrium 
only when profits within it arc normal is then reduced to a 
tautology.” But not, surely, if “ equilibrium ” is used in the 
ordinary sense (the sense, too, in which Mrs. Robinson seems to 
havq been using it in the passage quoted above), viz. that an 
industry is “ in equilibrium ” when there is no tendency for its 
output to alter. Equilibrium in this sense does mt require profits 
to be normal in Mrs. Robinson’s sense : it requires that they 
should not be above normal : they may be any amount below it 
provided they arc not below the level which would cause firms 
to leave the industry. If there were no costs of movement or 
entry these two limits would coincide, but since, on our present 
hypothesis there are costs of entry, it would appear at first 
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sight that, in the conditions postulated by Mrs. Robinson, they 
need not do so ; for the profits in any given industry might, it 
would seem, fall short of the level elsewhere, by any amount less 
than is necessary to compensate for the cost of movement, 
without causing the industry to contract.^ The usual way of 
meeting this point is, of course, to say that when the old firms go 
out of business, new ones will not enter to take their place, and 
that this process of wastage will go on until profits in the industry 
are once more on a level with profits elsewhere (allowing for 
differences of risk, costs of entry and so on) ; so that, in the long 
run, our limits coincide and price becomes equal to average cost, 
including cost of entry But Mrs. Robinson’s assumptions pre- 
clude this answer : a firm dies because its costs have risen 
(which is ruled out by the assumption that “ the costs of indi- 
vidual firms do not alter with the passage of time ”), or because 
it has lost its grip on the market (which is ruled out by the 
assumption that “ the demand curves of the separate firms are 
all alike ”). 

Thus it would appear that Mrs. Robinson is defining “ the 
equilibrium of the industry ” in such a way that, on her pos- 
tulates, an industry may be “ out of equilibrium ” although 
there is no tendency for its output to change : that, in fact, she 
is defining it to mean that profits there are at the level “ any 
excess over which will attract new firms,” not inferring that this 
is a condition for its occurrence. 

My second question, then, is : Is this interpretation correct ? 

If it is, the condition that price must be equal to ” average 
cost ” (as defined by Mrs. Robinson) is, it would seem, not neces- 
sary in order that the output of the industry should be stable ; 
it is necessary only in order to secure the condition that profits 
stand at this maximum level — with which, indeed, it is identical. 
For average cost is defined so as to “ include the average, per 
unit of output of the normal [?\e. this maximum] profit, along 
with other costs ” : and, as we have seen, price or receipt per 
unit may, in the conditions postulated, fall below this level 

^ Provided, of course, that they aro not below the minimum level which is 
necessary to induce the entrepreneurs to supply the factors which they provide 
at all. The lower limit to profits in the trade is sot by this minimum level or by 
the net profits obtainable by movement whichever is the higher. 

• Alternatively, wo may suppose that the total quantity of resources (includ- 
ing entrepreneur’s services) available to the community is expanding, so that if 
profits fall below the level necessary to compensate for costs of entry, new 
resources avoid our industry and flow into others until the relative levels of 
profit are once more adjusted to the costs of entry. But the conception of a 
“ moving equilibrium ” of this type raises many difficulties. 
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without causing the industry’s output to contract,**— though it 
cannot rise higher without causing it to expand. 

Similarly, on this interpretation, Mr. Kahn’s theorem does 
not mean that the individual demand curve of the firm must be 
a tangent to its average cost curve in order that there should be 
no tendency for the industry’s output to alter, but merely in 
order that the firm should be earning this maximum profit. 

What is necessary in order that the industry should be “in 
equilibrium ” in the ordinary sense of having no tendency to 
expand or contract its output is that price should lie within the 
limits set by “ average cost ’’ defined so as to include Mrs. 
Robinson’s “ normal profit,’’ and “ average cost ’’ defined so as 
to include the minimum profit, any deficiency below which will 
cause firms to leave the industry. It need only be equal to 
average cost if the profit included as a cost is the profit which is 
actually being earned ; ^ and it is only when the two limits 
coincide that there is one definite figure from which the actual 
profits cannot depart without setting up a tendency for the 
industry to expand or contract. Only then can Mr. Kahn’s 
theorem be interpreted as a statement of what is required for 
“ equilibrium of the industry ” in the ordinary sense of the 
phrase. As we have seen, this coincidence is difficult to re- 
concile with Mrs. Robinson’s initial assumptions. But perhaps 
there is some method of reconciliation which is not immediately 
apparent and renders unnecessary the interpretation of “ equili- 
brium ” suggested above. 

4. My questions have been framed to bring out what I con- 
ceive to bo the fundamental dilemma presented in all attempts 
to treat these matters precisely. So long as we are content 
with a rough and ready indication of the forces at work, wo can 
keep fairly near to the facts : but any attempt to make our 
treatment exact is apt to lead either to a degree of abstraction 
which renders the apparatus inaj^plicable to the actual phenomena 
wo set out to explain or to a degree of complication which makes 
it cumbrous to use. As regards the matters at present under 
discussion, the root of the difficulty lies, as it. seems to me, in 
the fact that the costs of any given output both affect and are 
affected by the state of the demand. I have tried to elucidate 
Mrs. Robinson’s solution. In conclusion, I should like to indicate 

^ When this is done, the statement that the demand curve must be a tangent 
to the average cost curve becomes simply a way of saying that the arm*8 output 
must bo adjusted so as to yield the highest profit which circumstances permit, 
and that there is only one output which yields a profit as great as this — or only 
one, at any rate, in the imrnodiato neighbourhood of that chosen. 
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briefly an alternative line of approach — ^not in the belief that 
it is more satisfactory, but in the hope that its very inadequacy 
may throw some light on the complicated nature of the phenomena 
under examination. 

The total cost at which a firm provides a given output may 
be divided into two parts, viz. (i) the minimum cost of the output, 
i.e. the cost of providing it in the cheapest possible way known 
to those in control, and (ii) the special cost of the output, i,e. any 
additional cost, over and above the minimum, incurred (whether 
for advertisement, transport, the provision of special facilities 
oiTwhat not) with a view to enhancing its selling value. (In both 
cases the “ cost ” includes the minimum payment necessary to 
secure the services of any resources which the owners of the 
firm provide themselves.) As a rule, though not in certain 
special cases, the minimum cost depends on technical considera- 
tions and is determined solely by the size of the output. The 
amount of the special cost depends, of course, partly on the 
conditions of demand (i.e. the consumers’ tastes and wealth, 
their position in space, their preferences as between our firm 
and others, their responsiveness to advertisement, the costs at 
which other firms can i)roducc and advertise, and so on) and 
partly on the technical conditions in our firm (i.e. the cost at 
which it can provide various types and amounts of advertise- 
ment, facilities, transport, etc.). In equilibrium, it is determined 
by the simple rule that (1) expenditure of this kind is expanded 
up to the point at which the final increment of it causes an equal 
addition to the selling value of the output (or if there are several 
silch points, then that one of them which yields the greatest 
excess of total selling value over total cost). Given the prices 
at which each output will sell if provided (and advertised) in the 
various ways open to the firm and given the costs at which the 
firm can provide (and advertise) it in each of these various ways, 
the total cost at which the firm will provide the output and the 
total sum which it will receive for it are determined. (I assume 
for simplicity that the cost at which our firm could produce and 
advertise a given output in a given way Js constant.) 

The output which a firm will provide when in equilibrium is 
also determined by the general condition of which the rule just 
stated is a particular application : viz. that the owners must not 
be able to gain by increasing or diminishing expenditure in any 
W^y (whether by increasing or diminishing special cost without 
changing the quantity of output, by altering the quantity of 
output without changing special cost, or by altering both output 
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and special cost together) : which implies, on the ordinary 
assumptions about continuity, that the final increment of 
expenditure on every line yields an addition to total receipts equal 
to itself. It follows that (2) the quantity of the firm’s output 
must be so adjusted that a small variation in it, whether accom- 
panied by a change in the total amount of special cost or not, 
must cause a variation in total receipts equal to the variation in 
total costs. (If there are several outputs satisfying this condition, 
then that one will be chosen which yields the greatest excess of 
receipts over cost.) Incidentally, it follows that if we suppose the 
value of each output to vary continuously with the special costs 
devoted to it, the price at which a firm’s final increment of product 
is sold must be equal to the difference which that increment makes 
to the firm’s minimum cost plus the addition to special cost 
necessary to sell it at that price and without a cut in the price 
charged for the rest of the output : that is to say, in all cases 
(whether simple competition, imperfect competition or absolute 
monopoly) the price of a firm’s final increment of output must be 
equal to the saving in cost (including advertising and marketing 
expenses, if any) which it would make if it refrained from pro- 
ducing it while keeping price unchanged. 

Equilibrium also requires that (3) the price per unit at which 
our firm’s output is sold sliould be not less than its average cost 
per unit nor more than the price per unit which will just induce 
the most readily attracted potential competitor to enter the 
industry. If we follow Mrs. Robinson in supposing that all firms 
are in equilibrium when the industry is, that is as far as we need 
go. To allow for the fluctuations of individual firms, elaboration 
would be necessary. 

A change in the character of the demand — say the con- 
centration of customers nearer to the source of supply or a decline 
in the public’s “ suggestibility ” or the substitution of a few 
customers placing largo orders for a larger number buying the 
same total quantity of product in smaller lots — is liable to alter 
in either direction the amount of special costs appropriate to some, 
or all, outputs : though, of course, it docs not necessarily do so. 
As a rule, any change in demand has the effect of changing both 
the quantity which it is profitable to produce and the expenditure 
which it is profitable to devote to the production of a given output. 

Analysis along these lines can be readily expressed in symbols 
and may bo illustrated by a simple three-dimensional figure.^ 

^ It can only bo packed into a pair of piano curves either (o) by setting against 
each output the total cost of producing it in the manner most profitable in existing 
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But an accurate formulation of it and discussion of its applications 
must be left to another occasion. Here it must suffice to say 
that the main object of it is to emphasise and allow for the fact 
that the cost of an output is not uniquely determined by its 
size, but depends also on the character of the demand : that 
accordingly a change in demand is apt to alter costs and price, 
not only through its effect on the volume of output but by changing 
the amount of expenditure which it is profitable for producers 
to devote to a given output; and tha.t in a world of imperfect 
markets a substantial part of the community’s resources are 
absorbed in the efforts of business concerns to find and to create 
outlets for their products. If economic theory is to be brought 
closer to the actual conditions which it sets out to explain, it 
must, in one way or another, develop an apparatus which dis- 
plays and can handle the dependence of cost upon the character 
of the market and the closely connected phenomenon that 
“ demand ” is not simply a datum to which the producers adjust 
themselves, but, in large measure, created and moulded by them. 
I am not so bold as to think that I have found that a])paratus : 
I urge only that it is needed. 

G. F. Shove 

Mrs. Robinson comments on the above as follows ; — 

I have only space to make a brief comment on Mr. Shove’s 
criticisms. 

(1) I did not mean to attribute an erroneous opinion to Mr. 
Shove in the phrase which he quotes. Indeed it is obvious that 
his realistic method of analysis and my highly formalised method 
do not operate in the same terrain, and any argument which 
turns upon the results obtained from such different sets of 
assumptions must in the nature of the case be idle. 

(2) Mr. Shove has convicted me of introducing an assumption 
which I did not state, namely, that the costs of the individual 
firm varied only with the amount of output, whereas actually costs 
are also likely to vary with the nature of the increase in demand. 
It is possible to argue that the necessity for making this assump- 
tion deprives my analysis of all interest. But I should contend, 

circumstances and the total receipts obtainable for it when produced in this 
way, or (6) by deducting from the selling value of each output its special costs 
so as to get a net receipts schedule and curve to sot against the minimum costs 
schedule and curve. The first device is open to the objection urged above — 
that the curves are not independent and are therefore of little use for indicating 
the effects of change. The second conceals rather than illuminates the nature of 
the influences governing receipts. 
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first, that there are a number of instances in which my assumption 
will be approximately fulfilled ; second, that my simplified method 
of analysis enables us to isolate a point which it is exceedingly 
difficult to disentangle from Mr. Shove’s more intricate scheme. 
For ho states that the “ enlargement of existing firms is often 
. . . the most profitable way of increasing the output of an 
industry — and hence the method actually adopted.” But this 
at once raises the question, “ most profitable to whom ? ” Mr* 
Shove does not make clear the distinction between the equilibrium 
of the individual firm and the equilibrium of the industry. The 
firm will expand up to the point at which marginal revenue to it 
is equal to its marginal cost, but the entry of new firms will be 
governed by a comparison between average cost and price. In 
Mr. Shove’s treatment the conditions for the equilibrium of the 
firm are not clearly distinguished from the conditions of equili- 
brium of the industry, and this distinction appears to me to be of 
fundamental importance. 

(3) With Mr. Shove’s third point I am in entire agreement, 
and I merely refrained from mentioning it to avoid opening a 
fresh topic. Indeed I should go further than Mr. Shove and 
maintain that there are many cases in which profits will not tend 
towards normal in face of a contraction of demand even when 
there is “ free entry ” into the industry. 


Joan Robinson 



REVIEWS 


William James Ashley, a Life, By Anne Ashley. (London : 

P. S. King. 1932. Pp. vi + 176.) 

Ashley’s career was so varied, compared with those of many 
scholars, that even to one who fancied he knew it and him fairly 
well Miss Ashley’s short Life is full of news. The writing is 
intimate and there are intimacies which fall beyond the most 
widely interpreted range of a reviewer in the Economic Journal. 
But the spiritual pilgrimage from a Baptist hatter’s home in 
Bermondsey, through the Oxford of Stubbs and Jowett and 
To 3 mbee, by way of Germany and Harvard, to Modern Church- 
men’s Conferences and a final residence under the shadow of 
Canterbury Cathedral is hardly one of these; and the most 
“ lay ” economist ought to know that Ashley sometimes preached 
sermons. For all this was not boxed off from his economics and 
economic liistory and political activities : the two sides blended. 

He thought in terms of nations and institutions, of Church and 
State, as did Stubbs; in terms of social right and Christian 
ethics, as his father and Toynbee did. He owed to the Oxford 
of the early ’eighties, and to those German historical and national 
economists whom ho seems to have found out for himself with 
hints from Toynbee and Clifle Leslie, a high doctrine of govern- 
ment and no fear of “ state socialism.” In fact he accepted, and 
always held to, much of the Marxian historical analysis, and 
called himself an “ evolutionary socialist ” in his latest years, 
when the political world was calling him something quite different. 
The decided acceptance of Joseph Chamberlain’s leadership cost 
no effort, once the argument had carried conviction, to a man who 
was both warmly patriotic and unencumbered by any old allegiance 
to laissez faire. It should be added that to the essential Ashley, 
Chamberlain social reformer was an even more s^jjmpathetic 
figure than Chamberlain tariff reformer, though he was always 
shy of talking “ social reform.” 

Very early in life he had formulated a conception of his pro- 
fessional life’s business from which he deviated little to the end. 
** It seems to me that the work of the Economist should be {i) 
the investigation of economic history . . . (ii) the examination of 
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modem industrial life in the piece. We can leave to the Cam- 
bridge people hair-splitting analysis of abstract doctrine ” (p. 36). 
Or again, in his first address as Professor at Toronto . . . “ the 
economist will not aim at ending with a ‘ law of rent ’ or a ‘ law 
of production * based on Ontarian facts, but with a picture of 
Ontarian agriculture, and of the influences that affect it . . 

(p. 51). When appointed the first Harvard Professor of Economic 
History in 1892, he told his audience in his inaugural lecture that 
“ six months’ steady work would probably suffice *’ to familiarise 
the historian with that “ interesting chapter of modern thought,” 
political economy from Adam Smith to Mill and his critics. 
As Mill supposed that the leisure of a busy man in two years was 
enough to put all the important principles on paper, six months 
seems ample. Ashley never supposed that six months’ work 
would give understanding of the economic world. Many years 
later he welcomed Marshall’s Industry and Trade ; but he was not 
much interested in economic algebra, or in statistics, or in the 
niceties of classification and definition. 

How long ago a home at Cambridge, Mass., seems in which 
there were no labour-saving devices and all the bread was made 
at home (p. 76). Almost as remote as these views on a vanished 
political economy may seem to the younger economic lions of 
Oxford, Cambridge or London, gnawing at the editor’s funda- 
mental equations. And indeed they are a little remote from 
us all. / 

It was, in the main, simple patriotism and love of the place 
England which decided Ashley in 1901 to make that move from 
Harvard to Birmingham which ‘‘ puzzled many of his American 
friends ” (p. 88), as we can very well understand. Picture an 
Afuerican incumbent of an Oxford chair throwing it up for one 
in a new university at Birmingham (Ala.). It was, as Miss Ashley 
says and as this reviewer very well remembers, in the spirit of a 
missionary that Ashley took up his work as head of the Birmingham 
Faculty of Commerce. He had the missionary’s troubles : “he 
must in the following months and years have had many moments 
of discouragement and perhaps even sometimes of doubt of the 
wisdom of leaving Harvard ” (p. 89). 

But however success might ebb or flow in the new Faculty, 
the municipal economics of Birmingham and the adviser’s 
place on one side of national politics, which his liiiing-up with 
Chamberlain had given him, left scope for-— and as time went on 
absorbed — ^all his spare activity. He wrote an important semi- 
official memorandum on the draft measure for Unemployment 
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lasurance in 1908, and he threw himself into thq work of the 
Unionist Social Reform Committee. ‘‘The sphere of industrial 
legislation is the natural field of Conservatism,” he wrote, 
because Conservatism had never burnt incense to laissez faire. 

Between him and his Free Trade friends, in the decade before 
the War, there was only a shadow of a division — over the nuts and 
wine ; perhaps a shade more in type — on the strictly economic 
fundamentals. Toronto and Harvard and his own warm patriot- 
ism had taught him to underline the imperial arguments. He 
attached a weight to the “ dumping ” argument which some 
who then differed from him have, in their turn, learnt how to 
attach. And he understood as well as any of them the risks of 
unwise protection. He thought that the scales of a tolerably 
balanced argument tipped one way. They thought that they 
tipped the other. And then each side threw in its forecast and 
tradition. (A letter from Marshall on p. 137 shows Marshall 
himself sitting by the scales in 1901 and apparently not quite 
able to read off the pointer.) 

Something was written in the Journal at the time of Ashley’s 
death about the later public and learned activities which his 
daughter describes in Ch. XV. The Life ends as it began with 
intimacies which arc hardly for these pages. All Ashley’s friends 
will value it, and those interested in the course of recent 
economic thought should value it not less. J. H. Clapham 

Gold and Monetary Stabilisation, (Lectures on the Harris Founda- 
tion, 1932.) By Professor J. Viner, Dr. G. Haberler, 
Professor H. Parker Willis, Professor L. D. Edib, 
Professor J. H. Williams. (The University of Chicago 
Press. 1932. Pp. xii + 174. II 5 . net.) 

Of the five lectures contained in this volume, which were 
delivered in January 1932, those of Professors Viner, Pdrl^er 
\y^illis, Edie and Williams explicitly discuss current monetary 
problems, while that of -Dr. Haberler contains a theoretical 
analysis, not without its implicit relevance to present affairs, 
of the underlying forces at work in the trade cycle. Of the four 
former, Professor Parker Willis is content to remain in the pre- 
1914 world of cctnomic concepts; monetary stabilisation has 
no interest for him ; he is sceptical of the desirability and pra^cti- 
cality of credit control ; he concludes “ that the best Federal 
Reserve policy will be that qf ‘ hands off,* with rates maifttained 
at a normal level, and no effort to attempt to interfere artificially 
with the course of events.” „ > 
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The contributions of Messrs. Viner, Edic and Williams are 
all intensely interesting; each in his own way brings out the 
changes that have come over the working of the gold standard 
and discusses how central banks should deal with the consequential 
problems. They all hold, with greater or less reluctance, that 
the gold standard must be given a further chance, and in par- 
ticular that the United States must abide by it now ; but they 
also recognise that it is incumbent on the Federal Reserve system 
to take steps to secure some measure of internal stability. 
Professor Edie excels in the vigour and directness with which 
he advocates steps to combat the “ vicious shrinkage of credit.’' 
In one respect it may be suggested that he dismisses the difficulties 
of the situation too lightly. In arguing against those who recom- 
mend external devaluation of the dollar in order to place the 
United States on a more favourable competitive basis, he writes, 
As soon as price levels in various foreign countries have been 
adjusted to their new levels of exchange rates, the competitive 
disadvantage to the United States will automatically disappear.” 
But why is it the prices in the various foreign countries that 
will have to be so adjusted ? If these were small and unimportant, 
his conclusion would no doubt hold. Otherwise may it not be 
that the prices in the United States and other gold countries will 
have to be adjusted (downwards) in proportion to the new high 
levels of their exchange rates ? But such a downward course will 
intensify the process of contraction and liquidation in the gold 
countries which ho desires to counteract. Professor Edie was 
wTiting before w^e had the experience of 1932 to suggest this 
alternative possibility. 

Dr. Haberlcr’s very interesting essay is on more theoretical 
lines. He writes in conclusion, “ I beg you to suspend your 
final judgment until the case has been more fully presented to 
you.” None the less it may be worth making some comments 
on the rough sketch of a theory that is before us, if for no other 
purpose than to secure that the fuller presentation will meet the 
difficulties of critics in advance. 

Two points call for discussion; first, his doctrine of “ relative 
inflation,” and secondly his theory of the relation of the trade 
cycle to changes in the vertical structure of production. With 
regard to the first, Dr. Haberlcr criticises traditional monetary 
theory ” on the ground that its exponents commonly fail to 
“ distinguish between a fall of prices which is due to an actual 
contraction of the circulating medium and a fall of prices which 
is caused by a lowering of cost as a consequence of inventions and 
No. 169. — VOL. XLin. 
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technological improvements.” This is, of course, not a dichotomy. 
The fall may be due to an increased output of goods without 
technological improvements, or to factors which we may group 
together under the head of Velocity of Circulation. When Dr. 
Haberler uses the expression “ relative inflation ” on page 56, 
he seems to use it for any increase in the circulating medium 
not resulting in a rise of prices. But on previous pages he has 
only given reasons for supposing that that part of the increase 
which prevents prices falling pari passu with costs, and not that 
that part of the increase necessary to offset the other changes 
mentioned above, has effects analogous to those of absolute 
inflation (rise of prices). When he continues, “ there is an obvious 
presumption that it was precisely this relative inflation [in the 
years 1924r-8] which brought about all the trouble,” it is hard to 
follow him. Relative inflation in the restricted sense, namely, 
that part of the increase which prevents prices falling with costs — 
and Dr. Haberler has so far given us no reason for supposing that 
any other is likely to cause trouble — may, Avhen prices arc stable, 
be measured by the rate at which average costs arc falling. It 
is easy to obtain an exaggerated idea of the rate at which costs 
are falling by concentrating on a narrow range of remarkable 
technological achievements in productive processes. To obtain 
the rate of fall required in this context, it is necessary to take an 
average of costs in the wliole range of production and distribution. 
Nor is it clear that we should confine ourselves to the United 
States. It would seem to be the average relative inflation (if 
any) in the whole gold-using world that is relevant to present 
world troubles. Even if Dr. Haberler confines his attention to 
costs in the United States, he will have difliculty in showing why 
a moderate relative inflation there should produce troubles so 
much more severe than greater absolute inflations have produced 
in the past. 

The second topic for comment is Dr. Haberlcr's analysis of 
changes in the vertical structure of production. His treatment 
is so short that interpretation and criticism is in danger of being 
misapplied. He points out that during a period of forced saving 
productive processes tend to become more roundabout. This, 
however, is not a differentia of the inflationary period. Processes 
tend to become more roundabout whenever the rate of increase 
of savings exceeds the rate of increase of population, and this is 
the normal condition of modern industrial communities. Con- 
sequently Dr. Haberler is in error if he holds, as he seems to, that 
the end of a period of forced saving must be followed by a reversion 
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to less roundabout methods. What happens is that during the 
period of forced saving the rate at which processes become more 
roundabout increases, and thereafter this rate decreases. Dr. 
Haberler writes that after the period of forced saving, “ the new 
roundabout ways of production ... or at least part of them 
. . . will be diseontinued.” This may or may not happen. If 
if does, it yill not be a mere consequence of the fact that forced 
saving has come to an end. 

It is permissible to venture the question whether Dr. Haberler 
is not thinking of a cognate but different fact, which was known 
to, and much discussed by English writers on the post- 1920 slump. 
When the rate at which processes become more roundabout is 
accelerated, or, to take a simpler condition, when the increase of 
output of consumable goods is accelerated, an abnormally large 
proportion of resources must (unless initially there was much 
fixed equipment lying idle) be devoted to the production of fixed 
equipment. When the acceleration comes to an end, the 
amount of resources so devoted is reduced. Difficulties will 
arise if the labour released by this reduction is immobile and if 
part of the resources so devoted themselves take the form of 
fixed equipment, for which an immediate use can no longer be 
found. 

What then is the evil and what the good in the legacy of 
inflation ? The evil is that blocks of labour may bo segregated 
in occupations where it is no longer wanted, and that capital sunk 
in the constructional goods industries may no longer earn a 
profit. The good is that industry is better equipped with oapital 
than if the inflation has not occurred. Dr. Haberler seems some- 
times to write as if this second circumstance were not a good. 
Such a view is surely very paradoxical. A legacy is left con- 
sisting of a rich endowment of capital aids to production. It is 
as though a good fairy had touched the earth with her wand, 
leaving it more fertile. Will not workers in succeeding years be 
aided thereby? Even in the unlikely event of the rate of 
increase of saving falling below the growth of population in the 
succeeding epoch, and production tending to get less roundabout, 
this will only affect new equipment and will not debar workers 
from using existing equipment. Dr. Haberler almost seems to 
suggest that the inflationary period only leaves behind a pro- 
gramme of capitalistic production, forgetting that it leaves the 
capital also and that all the succeeding generation is asked to 
supply for carrying on the productive process is labour. 

And what is the moral for the succeeding period ? Let it 

k2 
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be granted that the evil of inflation exceeds the good. Let the 
succeeding generation eschew inflation. But it is surely important 
that then of all times the rate at which methods become more 
capitalistic should not be allowed to fall below its normal level 
through involuntary dis-saving. Yet it will, if the price level is 
allowed to fall by more than the cost of production. To prevent 
the price level falling more quickly than costs, it may be necessary 
to create a large increase in means of payment to offset rapid 
deceleration of circulation in a slump. Not only did the Federal 
Reserve system not pump in sufficient new money to achieve this 
object, but it allowed a considerable decrease in means of payment 
to occur. 

To this volume is appended a list of recommendations 
signed by twenty-four economists, including Professors Viner 
and Williams, but not the other authors, on January 31, 1932. 
They urge — (1) an amendment to the Federal Reserve Act 
empoivering the Board to permit the use of Government securities 
as a cover for notes during the emergency period [this was 
embodied in the Glass-Stcagall Act]; (2) the open-market 
purchase of securities by the Federal Reserve system; (3) the 
vigorous and courageous extension of loans to banks by the 
Reconstruction Finance Corporation; (4) the maintenance by 
the Federal Government of its programme of public works and 
public services at a level not lower than in 1930-31 ; (5) the 
reduction or cancellation of inter-governmental debts, and (6) a 
reciprocal and substantial lowering of tariffs. May their memory 
be for ever blessed. R. F. Harrod 

Christ Church, 

Oxford. 

Planned Money, By Sir Bash. P. Blackett. (London. Con- 
stable & Co. 1932. Pp. X + 194. 5s.) 

Having begun with an interesting discussion on the necessity 
and scope of economic planning in modern society. Sir Basil 
Blackett proceeds to urge the adoption of a stable standard of 
value. He conducts his advocacy with admirable vigour and 
clarity, he stresses what is important, wastes little time over 
pettifoggers and cavillers, and presents the main outline of his 
plan in a readily comprehensible manner. This book, which is 
written in simple language for the general reader, should be of 
great educational value. 

Of special interest are Sir Basil Blackett’s views on the right 
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strategy for securing the ultimate objective. He holds that at 
the coming Conference the possibility of stabilising the value of 
gold should not be neglected. “ The essential points are complete 
agreement between this country and the United States and deter- 
mination and ability on both sides to keep gold prices stable ” 
(after a preliminary reflation). However, “ that the United 
States of America would be able and willing to enter into binding 
undertakings resolutely to put this policy into effect cannot be 
regarded as more than a possibility” (p. 133). Failing that, 
Great Britain should attempt to form a group of countries, each 
of which should take steps to raise prices and thereafter maintain 
stability in their own internal price-levels without attempting to 
resume the gold standard. Such a group might well comprise a 
very important proportion of the whole economic world. It 
would not set itself up in any spirit of hostility to the gold 
group, but must insist on retaining freedom to try out its own 
experiment. Great Britain would make no attempt to dominate 
the group, but the stabilisation of sterling would immensely 
facilitate the task confronting other stabilising countries. 

Sir Basil Blackett gives welcome recognition to the view that 
even within the stabilising group internal stability and exchange 
stability might be incompatible and that internal stability is 
to be preferred. In criticism of the gold standard he writes that 
it “ yokes together in an uncomfortable partnership individual 
economic units of which the pace and direction of development 
are dissimilar and divergent ” (p. 172). However, in the 
immediate future, “ some members would probably find that the 
best way of making their local currency a stable measure of value 
would be to keep it linked to sterling at a fixed ratio for long 
periods and not to contemplate any change in that ratio once 
established unless and until the pace and direction of their own 
economic development as compared with that of Great Britain 
made it clear that an adjustment up or down was required ” 
(p. 145). 

Sir Basil prefers a constant price-level to one falling in propor- 
tion to the increase of productivity per head. He holds that “ an 
index-number framed on the lines of the existing Board of Trade 
index-number of wholesale prices would afford a reasonably satis- 
factory starting-point for purposes of maintaining a constant 
price-level ” (p. 89). It would certainly be the simplest starting- 
point. It might be held that he does not do full justice to the 
view that for certain countries at certain times such a form of 
stability might have inflationary effects. This might be due 
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either to a failure of wages, etc. to rise as fast as productivity 
increases, or to a long-period downward trend in the equilibrium 
ratio between the price-level of staple goods, which are very 
prominent in an index-number of the type suggested, and the 
general price-level. As, however. Sir Basil allows some latitude 
to individual countries in the group, a modification of the definition 
of constant i)ricc-levcl to suit the needs of particular countries, 
provided that it was confined within certain limits, would not 
be inconsistent with his general plan. 

It remains to consider what would happen to the gold value 
of the independent currencies. There would be some danger, 
especially in the reflationary period, that the independent cur- 
rencies might get undervalued in terms of the gold currencies in 
the foreign exchange market. Sir Basil touches but does not 
elaborate this point. He writes, “it would be impossible to 
permit British cai^ital to take jiart in a vigorous and unrestricted 
speculation in American dollar and other gold securities in 
anticipation of a fall in the exchange value of British sterling in 
terms of gold (p. 1C8). This is so, not only on account of the 
temporary loss of capital, but also because under-valuation of 
tho indei>endent currencies might, like the present decline of 
sterling, tend to drag down gold prices still further and so to 
enhance the difficulties of gold countries, and an accentuation of 
the depression in those countries is bound to react adversely on 
the independent group. It is probable that tho independent 
countries would do w^ell to take rather vigorous defensive measures 
and mobilise their gold assets, in order to crusli and kill bear 
speculators at the outset and on every occasion. 

Sir Basil is optimistic about tho i)ower of tho Central Bank 
to control the value of a currency by its rate of discount and 
open market operations (p. 109). His optimism may bo justified 
when once the plan is at work and an upward or downward 
tendency can be countered promptly. But when the situation 
has got thoroughly out of hand, as at present, and it is a question 
of undertaking a great reflation, his optimism is much more 
open to question. Nor is it clear whether it is in principle right to 
replenish the flow of circulating medium solely by stimulating 
new investment. The alternative is the well-accredited plan of 
increasing the flow of money through tho Exchequer. Sir Basil 
writes, “ if the currency system is to satisfy public requirements, 
there must be no suspicion of its volume being liable to be arbi- 
trarily increased to finance Government expenditure ” (p. 103). 
This is quite true if the word “ arbitrarily ’’ is stressed. The 
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position is wholly different if the Finance Minister is deliberately 
endeavouring in co-operation with the Central Bank, to increase 
the flow of circulating medium. It is necessary that the public 
should have confidence that the Minister can and will check the 
flow when reflation is completed. The vigorous measures which 
Great Britain has recently taken to balance her budget puts her 
in a peculiarly favourable x)osition to undertake deliberate reflation 
through the Exchequer without loss of confidence. 

In view of the firm and unshakable foundations, fortified by 
logic and experience, on which Sir Basil is able to build his plan, 
some readers will regret that he seems to suggest in places an 
association between it and that aspect of the movement seeking 
expression at Ottawa which may be termed economic nationalism. 
It is a pity that the public should suppose his admirable schemes 
to be in any way connected either with vague and nebulous 
aspirations or uith aiitarkish and predatory tendencies. 

R. F. Harrod 

Christ Churchy 
Oxford, 

The Crisis in the World's Momtary System. By Gustav Cassel. 
(Clarendon Press. Pj). 98. is. 6d.) 

Tjie delivery of a seri(\s of three lectures at Oxford last summer 
has given Professor Cassel an opportunity of fulfilling his function 
of instructing public opinion in the intricacies of economic theory, 
especially of monetary theory in their application to current events. 
This little book of just under 100 pages is tlie result. As admirers 
of Professor Cassel will exj^ect, it is full of wisdom, expressed with 
an admirable clarity and simplicity. 

Ho points out that so long as the policy of economising gold, 
recommended at the Genoa Conference, was carried out, it was 
possible to prevent any considerable rise in the value of gold. 
‘‘ The world reaped the fruits of this policy in an economic develop- 
ment in which most countries had their sharia and which for some 
countries meant a grivit deal of prosix^rity ” (p. 27). 

Progress up to 1028 was normally healthy; it was not more 
rapid than was usual in the pre-war period. It was interrupted 
in 1929 by the fall of prices, for which in Professor CasseFs view 
the responsibility I’csts on the central banks. “ The course of a 
ship is doubtless the combined result of wind, current and naviga- 
tion, and each of these factors could be quoted as independent 
causes of the result tha t the ship arrives at a certain place. ’ But 
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it is navigation that is within human control, and consequently 
the responsibility rests on the captain. So a central bank, which 
has the monopoly of supplying the community with currency, 
bears the responsibility for variations in the value of the cun-ency 
(pp. 46-7). 

Under a gold standard the responsibility becomes international, 
but “ if some important central banks follow a policy which must 
lead, say, to a violent increase in the value of gold, the behaviour 
of such baulks must be regarded as the cause of this movement ** 
(p. 48). 

Professor Cassel further apportions a heavy share of the re- 
sponsibility for the breakdown to war debts and reparations. “ The 
payment of war debts in conjunction with the unwillingness to 
receive payment in the normal form of goods led to unreasonable 
demands on the world’s monetary stocks ; and the claimants failed 
to use in a proj)er way the gold that they had accumulated ” 
(pp. ^1-2). 

Finally, for a remedy, “ the Ix'st thing that the gold standard 
countries could do for a rapid economic recovery would be immedi- 
ately to start an inflation of their currencies. If this inflation 
were the outcome of a deliberate and well-conceived policy it could 
be controlled, and the consequent rise of the general level of com- 
modity prices could be kept within such limits as were deemed 
desirable for the restoration of a necessary equilibrium between 
different groups of prices, wages, and commercial debts ’’ (p. 94). 

R. G. Hawtufa" 


Workers' Emotions in Shop and Home : a stndy of individual 
workers from the psycholog icM and physiological starul point. 
By Rkxfori) B. Hersey. (Philadelphia : University of 
Pennsylvania Press. 1932. Pp. xviii + 441. Price $3.) 

Tms book is mainly the outcome of the author’s intensive, 
individual study of twelve employees engaged in the repair of 
goods waggons and engines of the Pennsylvania Railroad. Like 
the work of Anderson, Mayo and others, it is a protest against the 
attempts of the efficiency engineer to increase production without 
reference to the psychology of the employee. “ The w^orld,” says 
Professor Hersey, ‘‘ is suffering from the efficiency complex and 
has forgotten that the purpose of production is the service of 
man.” “ The modern theory expects the worker to produce at 
full speed all the time he is in the plant.” But ” just as at times 
keen enjoyment is derived from intense activity, so on occasions 
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a feeling of comparative freedom is very delightful. . . . Fortun- 
ate then is the foreman or employer who can so arrange the work 
of his men that the petty, unscientific formula of keeping the men 
busy every moment they are in the shop can be discarded.” 

But to achieve this aim, it is not enough to study objective, 
working conditions and to record mass observations : it must be 
recognised that the efficiency of the individual depends also on 
his relations with his co-workers, on conditions outside his work 
and on various “ small ” events — all affecting his ” state of mind.” 
It was with the object of demonstrating the importance of in- 
dustrial relations and outside conditions, and of bringing to 
light the “ little things,” that the experiment described in this book 
was conducted. 

The twelve men w'ere chosen (together with five others, of 
whom we hear little) by their foremen as taking an average 
interest in their work and as being “ normal,” i.e. presenting no 
problems in personality and physique. Professor Hersey spent 
practically an entire year in their company, interviewing each of 
them daily every two hours at their work, twice in the morning and 
twice in the afternoon, obtaining every possible relevant informa- 
tion from their supervisors, and visiting them frequently in their 
homes after ’working hours. They arc said to have realised 
sympathetically the object of his investigations and to have co- 
operated fully in describing and analysing their emotions, moods 
and behaviour. Professor Hersey obtained information as to 
their fluctuations in output in relation to their individual average, 
their varying success or failure at their work, absenteeism, sickness 
periods, accidents, breaches of discipline and occasions of quarrel- 
someness. He gathered certain physiological observations on 
their pliysiquc, medical condition, weight, sleep, blood pressure, 
etc. And on the psychological side he had them tested for 
intelligence (verbal and practical), memory and mechanical 
ability ; and he inquired daily into their dreams, bodily aches and 
pains, and their fleeting and diverse interests, worries, satis- 
factions, cheerfulness, hopefulness, and emotions of anger, fear, 
disgust, etc., observing the relation of such conditions to their 
workshop behaviour. 

The last part of tlie book contains generalisations on the re- 
lations between emotion and productivity and between what the 
author terms “ zest for activity ” and physical condition. Here 
the author attempts to give numerical expression to the results 
of his individual observations and inquiries; and this must be 
regarded as the least reliable aspect of his research. He finds that, 
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under the influence of “ positive ” emotional influences output 
is on the average 8*5 per cent, greater than when it is under 
the influence of “ negative emotional conditions. Individual 
workers show, as we should expect, wide deviations from this 
average, varying between 22 and 2*1 per cent. It is of interest to 
note that whereas the “ positive ’’ emotions caused an average 
increase of 1-7 per cent., the “ negative ” emotions caused a far 
larger average decrease of 6-8 per cent., in relation to what “ the 
workers considered their normal level.’* This phrase at once 
throws suspicion on the reliability of so conjectural an estimate of 
normal output ; and this suspicion is not dispelled by the occur- 
rence of an unvarying estimate (10 per cent.) several times in 
the book in such phrases as “ his output was at least 10 per 
cent, above (or below) normal.” But even if we doubt the 
reliability of such estimates, even if we complain of not being 
told what exactly is included under ‘‘ positive ” and “ negative ” 
emotions, wc may nevertheless be disposed to accept the author’s 
finding that in industrial conditions the “ positive ” emotions 
do not increase production as much as “ negative ” emotions 
diminish it. 

Our doubts as to the accuracy of Professor Hersey’s numerical 
data arc not diminished when we bear in mind that the workers 
are said to have ‘‘ co-operated fully ” in estimating their own 
emotional states — so fully that of one worker it is remarked “ the 
next day, Wednesday, he rated himself as half neutral plus and 
half pessimistic,” or when we consider the possibilities of errors 
of report, and of “ playing up to ” the investigator, the com- 
plexity of conditions, the difficulties of “ weighting ” and the 
imcertainties of interpretation which must have beset Professor 
Herscy throughout his many hundreds of interviews with each 
of his subjects. 

Nevertheless, most of his conclusions are probably correct 
enough. He finds, for example, that the workers* feelings of 
physical fitness are associated far more commonly with periods 
of increased production than are the opposite feelings of unfitness 
with periods of diminished production. He finds that their 
feelings of tiredness are far more often traceable to “ outside ** 
influences than to any other single cause, these influences including 
such disturbances as arise from loss of sleep, malnutrition, unwise 
recreation, family worries, etc. “ All told, the employer would 
seem to be able to reach only half of the causes of fatigue by direct 
methods. We can, however, still look to the employer — and the 
physician —to take the lead in attempts to reduce the effect of the 
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non-plant causes.” He finds that the workers* wives arc “ much 
more receptive to ideas coming from management than their 
husbands/* and he suggests that, following the example of the 
Philadelphia Rapid Transit Company, addresses might well be 
delivered to wives at the annual picnic or other gatherings of a 
company*s employees and their families, “ showing them their 
role as controllers of the family finances, as definite causes of 
accidents through their nagging and their unwise demands on 
their husbands.** 

Finally, the author presents evidence of a regular rhythm 
occurring in emotional fluctuations, the span of which is, on the 
average, slightly more than six weeks, varying, however, in 
different persons from 3 to 9J weeks and deviating by about one 
week more or one week less than the average period at different 
times in the same person. Twenty-nine cases were studied 
(including twelve non-manual workers), the majority of them 
for one year, and the rest for slightly over four months. In every 
one of them these regularly recurrent fluctuations in “ emotional 
tone ’* were discovered, varying in degree from elation and 
cheerfulness to apprehension and worry. Professor Hersey 
discusses many conceivable causes of this rhythm (the existence 
of which has been advanced by previous investigators), but 
without reaching any definite conclusion. 

As has been said, it is easy to discuss the validity of the 
author’s procedure in collecting and evaluating these and other 
data, but it is doubtful whether his conclusions arc invalidated 
because of such criticism. His well-written and interesting book 
may be regarded as a pioneer effort in the technique which he 
employs. It remains for future workers to test his important 
conclusions by a similar or by a different, improved technique. 

Charles S. Myers 

British Railways in Boom and Depression, By C. Douglas 
Campbell, Ph.D. (P. S. King and Son. Pp. 125. C^?.) 

Dr. Campbei.l describes tliis book as “an essay in trade 
fluctuations and their effects 1878-1930.” His aim has been to 
examine whether the reactions of the business cycle are more or 
less the same in the railway business — ^the biggest of British public 
utilities — as in other industries. 

The first four chapters consist of an elaborate statistical 
investigation based upon the published accounts and statistics as 
shown in the Annual Railway Returns. The railways are 
examined as a whole in the first three chapters, whilst in the fourth 
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they are treated in the four main groups into which they were 
amalgamated under the Railways Act, 1921. The object of this 
second treatment was to ascertain whether the railways serving 
highly fluctuating trades, “ such as engineering, shipbuilding, 
coal-mining, etc.,” were more subject to fluctuations of profitability 
than those serving relatively stable trades, “ such as agriculture 
and foodstuffs.” This aspect could have been studied much more 
effectively by dealing with individual companies prior to the 
amalgamations. The author recognises this when he suggests 
that it might repay the managements to make analyses of their 
different areas, but he would have been more likely to convince 
them by a demonstration based upon the companies in the pre- 
war period. That there are cyclical fluctuations in profits, and 
that the “ industrial systems ” have been subject to greater 
fluctuations are established by the figures. 

These though were well-known facts, and the question may 
be asked v/hetlier the author’s investigations have materially 
enlarged our knowledge of them. The best has i)robably been 
done with the figures available, except in the respect already 
noted. The material though is so x>oor that the results can hardly 
fail to bo disappointing. In the years 1901-1912 a sum of 
£1,000,000 is deducted each year on account of a change in the 
method of accounting total expenditure. This appears to bo a 
solitary instance of correction. Yet every amalgamation through- 
out the whole period had its influence on the figures of tons of 
goods and numbers of passengers carried owing to the practice of 
through traffic being counted by each railway concerned in its 
carriage. Ton-mile and passenger-mile figures were not available 
until 1920. Profits arc disclosed profits, and often differed widely 
from actual profits. The companies have always made a practice 
of spending generously out of revenue on renewals, replacements 
and improvements Avhen times ivere prosperous, and curtailing 
such ex 2 )endituro when trade was depressed. The actual vari- 
ations must have been greater, possibly much greater than those 
disclosed. In this respect the figures of recent years may perhaps 
be more reliable than those for the first 30 years examined. 

The last chapter consists of an examination of the Railways 
Act, 1921, in the light of the conclusion that railway profits and 
trade prosperity are connected. The result is a condemnation of 
the principle of the Standard Revenue as set out in the Act, a 
condemnation with which agreement would seem inevitable. The 
Railway Rates Tribunal is on the horns of a dilemma. “ Either 
it must adjust rates to keep stability of net revenue, or it will 
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keep rates stable and allow net revenue to fluctuate.” In the 
latter event, the terms of the Act are not being carried out; in the 
former, railway prices would move in the reverse direction to trade 
prices. The attempt to standardise railway rates has also been a 
failure, as shown by the rapidly falling percentage of traffic carried 
at the standard rates. Finally, Dr. Campbell concludes that the 
uniformity in the standard rates, which has been established, 
is incompatible with the principle of the standard net revenue, 
when the companies serve areas with such differing trade and 
traffic characteristics. All points to a revision of the Act being 
very necessary. W. T. Stephenson 


The Masquerade of Monopoly, By F. A. Fetter. (New York : 

Harcourt, Brace & Co. Pp. 470.) 

Judge-baiting has recently become quite a fashionable 
occupation among American economists, and in this very lively 
book Professor Fetter makes most devastating play among the 
decisions, under the various Anti-Trust Acts, of the Supreme 
Court of the Unit(Ml States. He is concerned to show that, in 
effect, the system of free competition is being whisked away 
under the very noses of the judges without their being acute 
enough to realise this, or imaginative enough to appreciate the 
important economic repercussions of all-pervading monopoly. 
He considers that the most potent weapon in the hands of the 
monopolist is price-discrimination, particularly that form of 
discrimination made famous by the “Pittsburgh-Plus” case; 
that an equitable and stable economic order can be based only 
upon a system of free corapedition, and that, in consequence, the 
law, the courts and administrative bodies, such as the Federal 
Trade Commission, must concentrate upon the elimination of the 
discriminating price system. 

The book, which is rather unwieldy and diffuse in structure, 
consists of six parts. Part I is devoted to a study of conditions 
in the oil industry since the Standard Oil case of 1911. It 
criticises the reasoning of the judges in that case for their failure 
to make clear wdiat w\as implied, in the economic sense, by the 
term “ restraint of trade,” and it makes the point, which other 
writers have stressed, that the dissolution of the Standard Oil 
interests under the 1911 decision seized the shadow but left the 
substance of monopoly. Nevertheless, as Professor Fetter admits, 
circumstances have restored competition in the oil industry and, 
although the widespread discovery of new oil-fields has been the 
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principal factor responsible, yet the 1911 decree of dissolution may 
have had its influence in bringing this about. 

Part II constitutes a detailed study of the now famous Steel 
Corporation case of 1920 and, here again, the author very forcibly 
reveals the weaknesses in the economic knowledge and reasoning 
of those who were responsible for the majority opinion. He 
makes it clear that a new form of monopoly is growing up — one 
in which the principal concern in an industry is so large that 
the independents arc only too willing to take the safe course 
and “ come under the umbrella of the combine’s prices — of 
which the judges have not yet become aware. In the abandon 
of his vigorous attack, however, Professor Fetter seems to demand 
of members of the Supreme Court knowledge and depths of reason- 
ing which can hardly be expected of any group of men. It is 
unfair to expect lawyers also to be trained economists. To state 
that ‘‘ success cannot be achieved by the law without assistance 
from economic analysis ” is to ignore the very different opinions 
which different economists can give u})on the same question and 
to over-estimate the part that abstract economic analysis can 
play in the framing of decisions in j^ractical affairs. 

Part III consists of a very elaborate stTidy of the “ Pitts- 
burgh-Plus” system, and Part IV of an account of the more 
famous of the Open-Price Association cases in which the conclusion 
is reached that in the activities of such associations can bo dis- 
cerned the monopolistic method of the basing-point price system. 
Part V deals with the true nature of competition and the tests 
which may be imposed to determme whether any system is truly 
competitive, and Part VI with methods by which the competitive 
regime might be restored in the United States. 

Whilst undoubtedly Professor Fetter performs a service in 
making clear how pervasive monopoly has become, it is to be 
doubted whether price discrimination is so predominant a force 
as he believes or whether, indeed, the economic system is so 
simple in its operation as he premises. Competition certainly 
is not the frictionless and infallible corrective of economic dis- 
equilibrium which he imagines when he says, “ Market com- 
petition is a peaceful and constructive process of rivalry in efficient 
production — it is ideally a process of trial, stimulation and selec- 
tion by which each finds a fit place. Competitors unable to hold 
their own in one market may easily continue to sell in another, 
whilst others will find their greater gain by shifting to another 
occupation.” Ruinous competition and the consequent in- 
stability, he seems to argue, can only appear through monopoly 
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action (p. 400 and p. 414). How then can he explain the ruinous 
competition in the cotton or bituminous coal industries of the 
United States? He apparently docs not admit the chronic 
tendency of competition to produce surplus machine capacity 
and the problems raised by its presence, and he comes to the 
conclusion, with very little reliable information to go upon, 
that (mergers) are not in economic quality the fittest to survive, 
and even those now existing must shrink to their due proportions 
when put to the test of competition in a fair field with no favour.’* 

This over-simplification of the real issues in the provision of 
safeguards against monopoly is further shown in the remedies 
which Professor Fetter suggests for the restoration of competition. 
Discriminating prices constitute the heart of the monopoly 
problem, he urges, and in order to deal with this it will be sufficient 
for each factory to have a publicly posted price at which it will 
sell to all. But this “ uniform mill-base price plan ” patently 
leaves the w^ay open for many forms of monopoly action. Uniform 
prices may be uniformly monopolistic. A concern with many 
factories might well exercise price discrimination by having 
different prices at its different factories. A j)ublic posted price 
would mean very little in industries, say cotton-weaving, in which 
the product is almost infinitely varied and changes from day to 
day. And, in any case, under a system of free competition as 
Professor Fetter envisages it, no seller can say at what price he 
will sell; this must be determined for each transaction by the 
higgling between seller and buyer. 

The value of this volume consists, therefore, not so much in 
the solution it offers, as in the problem it so clearly and vividly 
riiises : How will it ever be possible to frame and interpret laws, 
in a world in which commercial and economic units are so flexible 
in form, to produce the economic results in the control of mon- 
opoly which the State wishes to bring about ? J. Jewkes 

University of Manchester, 

The Theory of Protection and Internatioiial Trade, By Michail 
JVLvnoIlesco. (P. S. King & Son. 1931. Pp. xxxi 262 
12^. 6cZ.) 

The author of this book is a leading business man and has 
held the portfolio of Industry and Trade in Roumania. The book 
is ambitious, both in aim and in method ; the greater part of it 
being concerned with a rigorous attempt — ^in which free use is 
made of algebraic equations, statistical verification and reference 
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to economic authority — to establish a scientific theory of protec- 
tion. The author is not content, as most arc, to explain the 
persistence of free-trade thought side by side with protectionist 
practice, upon realistic and somewhat cynical grounds. The 
justification of his scientific approach is, however, somewhat 
naive, as may be judged from the propositions contained in the 
introduction to the English edition ; 

“ Either science is wrong in its basis, or history does not 

tell us the truth. Now, as history cannot lie, it is evident 

that science must be wrong.” 

The introduction referred to contains the gist of the author’s 
argument, which is that manufactures are more “ productive ” 
than agriculture, and ought to be fostered in every country. He 
claims to have discovered not only a fundamental justification 
for tariff protection, true for all countries and for all times, but 
a reliable criterion by which such protection may be scientifically 
applied. The thesis is that competition based upon jwice com- 
parisons camiot be trusted to bring about the most “ productive ” 
economic organisation within national units, “ productivity ” 
being defined as the value of product per unit of worker employed. 
An elaborate attack is made upon Ricardo’s comparative cost 
reasoning; but the author is evidently not familiar with the 
modern elaboration of the theory at the hands of Taussig and 
his pupils. In an involved algebraic discussion he seeks to show 
that Ricardo’s reasoning holds true only in the single case where 
the ratio of the productivities of agriculture and industry in the 
two countries concerned is equal in both cases to unity, or in 
other words where competition has brought about the optimum 
utilisation of resources within each national unit. This is, of 
course, the premiss upon which Ricardo reasoned and the 
admission that, given this premiss, the theory holds true, 
concedes the validity of Ricardo’s reasoning. 

The crux of M. Manoi'lesco’s argument, therefore, is his 
contention that competition fails to bring about the maximising 
of productivity, and this is no doubt true if one adopts the curious 
definition which he uses. Added value per worker employed 
is not, however, an adequate test of true productivity and the 
subsidising of those industries which show the greatest added 
value per worker would not lead to the greatest aggregate 
production. 

The statistics used in this book are uncritical. No accoimt is 
taken of differences of capital equipment, elasticities of demand. 
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limited markets, special skills, scales of organisation, etc., etc. 
The summary manner in which the author disposes (pp. 142-8) 
of the changes in price relations that would be caused by the 
application of his principle docs not indicate an adequate 
appreciation of the complexity of the problem. His world, in 
which less effort is given to commerce, States become more self- 
sufficient, and all industrialise, would not maximise productivity ; 
but would narrow the area of specialisation, reduce the scale of 
output, hamper efficiency in X)roduction and lower standards of 
living. For ho is not content to argue the possibility of wise 
tariff protection snatching temporary national advantages from 
the inefficiencies of competition, but maintains his system as a 
permanent “ scientific improvement, rejecting as unscientific 
all such arguments as those of List. 

There is included in the book a long and interesting tilt at 
what 11. Manoilosco calls the policy of the League of Nations. 
It is difficult to identify such a body as the League with a policy. 
Its decisions and pronouncements necessarily depend upon the 
judgment of cver-cluinging groups of national representatives 
upon its various committees. The criticism is really directed 
against the tenor of the discussions and resolutions at the World 
Economic Conference of 1927. The virtual unanimity of the 
large gathering of experts at that conference in advocating freer 
measures of iiiternaticuial trade seems to M. Manoilesco to have 
foundered against not onl}^ the hard facts of reviving economic 
nationalism, but also the true cxiJanaiion of international trade. 
There is little doubt of the former, but few economists will agree 
that M. Manoilesco has successfully demonstrated the latter. 

J. B. CoNDLlFFE 

Institutional Revenue, By IT. D. Dicicinson (London : Williams 
and Norgate, Ltd, 1932. Pp. 264. 10^. 6d.) 

This is an interesting book containing some useful discussions, 
though it takes a long tiTiic getting to a point that is not after all 
very new. The main theme is that our social institutions have so 
developed as to provide certain privileged classes with an income, 
whether from salaries, fees or profits, greater than cither their 
capacities or their services to the community would justify. 
Under conditions of equality of opportunity, the return on equal 
natural abilities would tend to be equal. But since the members 
of some classes start with advantages of background, nurture and 
education denied to their less fortunate fellows, they reap the 
No. 109.— VOL. XLIII. ^ 
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benefit of the restrictions so imposed in the form of a species of 
unearned increment which the writer terms “institutional 
revenue.” He distinguishes five social strata or “ non-competing 
groups ” : the upper, upper middle, lower middle, skilled working 
and unskilled working classes. Each of the higher groups enjoys a 
standard of living safeguarded by the fact that the groups below 
cannot effectively compete. Thus the professional man has 
nothing to fear from the manual worker, although every successful 
professional man is not necessarily more able or more industrious 
than every labourer. So also (though on this much less stress is 
laid) the skilled worker, protected b}'' Trade Union regulations, 
need not fear the competition of the unskilled. Our laws of 
inheritance tend to make social advantage cumulative, so that 
in an individualist society the rich tend to become richer and the 
poor, at least relatively, poorer. The fortunes earned by excep- 
tional individuals such as Charlie Chaplin, Caruso, and Mr. 
Bcrrard Shaw arc not, however, due to any particular social 
institution, and arc therefore classed as “ rent of ability ” and not 
as “ institutional revenue.” This distinction docs not appear 
well-founded, since artists like other men are free to sell their 
services in the most favourable market, and it is doubtful whether 
they would be as w^ell off financially in a non-individualist society. 

Mr. Dickinson docs not arrive at the discussion of these 
interesting topics until he has taken us through a great deal of 
preliminary matter, of which it must be said that for the beginner 
or the general reader the explanations arc somewhat inadequate, 
while for the student with a grounding in economics they would 
appear superfluous. A good deal of the exposition is so much 
influenced by German thought that it has acquired some unneces- 
sarily clumsy tricks and turns of idirase. There is no reason why 
expressions such as use-value, cost-goods, conjuncture -gains, and 
factor-distribution should disjjlacc their ordinary English equi- 
valents, and it is difficult to see in “ marginal buyer’s subjective 
exchange-value ” any improvement on “ market value.” Some 
of the exposition, moreover, suffers from a tendency to make 
comparatively easy matter obscure by means of explanation. 

A more serious defect in so analytical a work is the absence 
of any attcinx)t at explanation, historical or other, of our social 
organisation. To say that social inequalities are due to the 
individualist form of society docs not shed much light on the 
matter, and possible biological explanations are mentioned only to 
be summarily dismissed. It is to be feared that Mr. Dickinson 
will convert none but the converted to his point of view. 
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A novel and useful feature of the book is an excellent summary 
or precis, recapitulating in thirty pages at the end of the volume 
the argument of nearly two hundred. H. Keynard 

An Introduction to International Trade and Tariffs. By R. A. 
Hodgson. (London : Sir Isaac Pitman & Sons, Ltd. 1932. 
Pp. xiii + 191. 55.) 

This book can be recommended both to beginners of the study 
of Economics and to the general reader in search of light in matters 
of such immediate and vital interest. The arrangement is good, 
the exposition lucid and the treatment unexceptionable. 

In Part I the reader is introduced to the meaning of Inter- 
national Trade, and to the elementary truth that every country 
normally gains by devoting itself to the production of those goods 
in which it has a differential advantage, while importing the others 
from countries with a similar policy. He is then shown the 
mechanism of international settlements and learns the complica- 
tions introduced by the balance of trade, currency policies, 
monetary conditions, long-term loans and short-dated credits. 
The subsequent chaj^ters discuss Protection and Free Trade and 
conclude that while there is no difficulty in coming to a decision 
on purely economic grounds — a decision implicit in the previous 
arguments — the difficulty lies in the fact that arguments for 
protection ai)peal in the last resort to other than economic 
criteria.” 

Part II deals with some technical aspects of Tariffs, classifies 
them according as they are intended for a source of revenue or a 
means of protection, and explains different forms, types and 
developments. The two final chapters, which arc devoted to the 
problems of tariff-making and tariff -working, give the reader a 
good idea of the complexity of the subject. Mr. Hodgson can be 
congratulated on producing an up-to-date volume which gives all 
relevant facts with complete impartialit}^ in readable form. 

H. Reynard 

Profits or Prosjierily ? By Henry Pratt FAiRCiin.D, Professor of 
Sociology, New York University. (Harper & Bros., 1932. 
Pp. 204.) 

In his Review of Economic Theory (p. 312), Professor Edwin 
Cannan criticises American economists for segregating managerial 
earnings and interest from the concept of profit. “ Then, forget- 
ting the metaphysicians who searched in a dark room for a black 
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hat which was not there, they have exhausted themselves in 
efforts to discover what is left in ‘ profit.’ ” In this forceful 
language, Professor Caiman issued a challenge to American 
economists — a challenge which has not yet been accepted. That 
the search in the dark room has actually met with partial success 
is attested by the articles of C. A. Tuttle, by P. H. Klnight’s Risk^ 
Uncertainty, and Profit, and more specifically by A. E. Monroe’s 
recent Value and inemne. However, none of these writings con- 
tains the complete picture — ^none of them exhausts the possible 
ramifications of their propositions. Professor Fairchild’s book, 
devoted primarily to the discussion of profit in its practical 
aspects, goes further than any previous American work towards 
meeting the challenge thrown down by Professor Caiman. 

Unfortunately, this book, by a sociologist ratlicr than an econo- 
mist, is cast in the form of “ simply another discussion ” of the 
current depression, and is designed for the popular reader. Many 
of its propositions are superficial ; some of its arguments arc un- 
sound. These, however, are essentially inconsequential. For in 
a deep under-current of fundamental reasoning beneath the 
hasty and often flippant analysis, lies a distinct theory of profit. 
This theory is gradually becoming familiar to American econo- 
mists, but has received little or no attention elsewhere. It is in 
the presentation of this theory that we find the real significance 
of the book. 

In Professor Faircliild’s opinion, interest includes all return 
upon capital investment, whether owned by an obvious capitalist 
or by an entrepreneur. Rent includes the return to all land. 
Wages include the return to all efforts, physical or mental, 
managerial or subservient. Risk is shared by all, and hence is 
not the occasion for the existence of any specific share. If this 
analysis be approached from the standpoint of the classical 
tradition, then Professor Cannan would be correct in asserting 
that Professor Fairchild has left nothing in the concept. Mill 
had defined profit as being composed of interest, wages of superin- 
tendence, and the reward for risk-bearing. None of these, surely, 
is left in profit by Fairchild. But, says the latter, the entre- 
preneur has one true and characteristic function : ownership. 
And profit is the reward of ownership. “ The only reason why 
profits have been such a confused and undecipherable feature of 
economic analysis is that economists have failed so utterly to 
distinguish and understand ownership. Once grasp the concept 
of ownership, and the meaning of profits becomes perfectly clear ” 
(p. 49). In order to make plain this concept of ownership), we 
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may imagine a firm in which the entrepreneur borrows all of the 
capital, rents the land, and pays himself a salary for his efforts, 
such salary to be determined according to competitive community 
standards. After all interest, rent, and wage payments arc 
made, there still remains a residual amount, profit. This is re- 
tained by the entrepreneur simply because it comes to him as 
oumer of the business. He did not own the factors which make 
up the business, but he does own the business itself. Hence he 
owns the products of the business until they are sold, and retains 
as his profit that part of the selling price which he is not obliged to 
pay out in return for the factors of production. Since the entre- 
preneur’s skill and efforts are paid in wages, and since the risk of 
the business is borne by the receiver of interest, it follows that 
profit, as so defined, is the product of conjecture, and accrues to the 
entrepreneur solely l)ccauso of his ownership. 

The real significance of this theory can now be seen. In the 
light of Professor Fairchild’s definition, profit has less relation to 
“ incentive ” than is gericrall}'^ supposed. The high wages accru- 
ing to great managerial skill, and not profit, induce capable men 
to participate in progressive business. Rather than being an 
individual reward, profit is dependent upon an ever-widening 
market, or upon a fortunate reduction in the “ overhead costs ” 
of doing business. It is an unearned surplus, obtained because 
market price can be kept above normal price. It is not a true 
share in the distribution of wealth, since it exists only in a parti- 
cular dynamic economy, and constantly tends to disappear. 

Professor Fairchild does not present a careful nor an exhaustive 
analysis of his proposition. Hie popular purpose of his book 
precludes such an attempt. But enough is given to be exceedingly 
stimulating and suggestive. More than that, it states in general 
terms the direction in which American profit theory is unmis- 
takeably tending. Clearly, we can not yet be sure that the 
dark room docs not contain a black hat, after all. 

WmLiAM S. Hopkins 

Stanford University, 

California, U.S.A. 

The ABC of Technocracy, By F. Arkrigut. (Hamish Hamil- 
ton. Pp. 96. Is. 6d.) 

It is impossible to derive from this book any idea as to what 
the plan called Technocracy proposes to do. In a mass of vague 
general statements there seem to be two nuclei. .First, that a 
ton of coal is always a ton, while the value of a dollar changes. 
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A ton of coal is always a ton so long as it is useless ; it is no 
sooner put to use than it loses weight in combustion. Second, 
that machine power is increasing at a very rapid rate, and is 
disemploying men. Reference to Mr. David Wells’ Recent 
Economic Changes, written in 1889, will show the antiquity of 
this scare. “ According to the U.S. Bureau of Labour, the gain 
in the power of production in some of the leading industries in 
the United States during the past fifteen or twenty years, as 
measured by the displacement of the muscular labour formerly 
employed to effect a given result has been as follows : in the 
manufacture of agricultural implements, from 50 to 70 per cent. ; 
in the manufacture of shoes, 80 per cent. ; in the manufacture of 
carriages, 65 per cent.; in the manufacture of machines and 
machinery, 40 per cent.” “For 1870, the number of hands 
employed to every 1000 tons capacity entered or cleared of the 
British steam mercantile marine is reported to have been 47, but 
in 1885 it was only 27, or 70 per cent, more manual labour was 
required in 1870 than in 1885 to do the same work.” Sir Lyon 
Playfair is quoted to the effect that at that time “ a small cake 
of coal which would pass through a ring the size of a shilling, 
when burned in the compound engine of a modern steamboat, 
would drive a ton of food and its proportion of the ship two miles 
on its way to a foreign port.” “ Another calculator has com- 
puted that half a sheet of note-paper will develop suflicient 
power, when burned in connection with the triple-expansion 
engine, to carry a ton a mile in an Atlantic steamer.” “ Two 
thousand pounds of coal, iron, wheat, or cotton can now be 
carried on the best managed railroads for a mile for a sum so 
small that, outside of China, it would be difficult to find a coin 
of equivalent value to give to a boy as a reward for carrying an 
ounce package across a street.” “ In the manufacture of flour 
there has been a displacement of nearly three-fourths of the 
manual labour necessary to produce the same product.” Mr. 
Wells’ book is full of this record of mechanical development. 
But in 1890 the rate of unemployment in England was at its 
minimum of 2 per cent. From 1860 to 1913 unemployment had 
an upward trend at the rate of one point in fifty years, and from 
1886 to 1913 the trend was level. D. H. Macgregor 

Is Capitalism Doomed? By Lawrence Dennis. (Harper 
Brothers. 1932. Pp. 328.) 

Mr. Dennis believes that capitalism, though unquestionably 
past its prime, might enjoy quite a pleasant old age if it would 



1933] 


DENNIS: IS CAPITALISM DOOMED? 


151 


but have the sense to shed its peculiar vices. Whether it will, 
in fact, have that sense he regards as more than a little doubtful. 

The radical vice of capitalism Mr. Dennis finds in its liability 
to get into debt. The argument is as follows. Any interest- 
bearing debt, if compounded over a sufficiently long period of 
time, must reach fantastic figures. But the production of goods 
cannot increase in an equally rapid ratio; therefore the total 
volume of outstanding debt becomes periodically unendurable, 
and we have credit crises and their consequent depressions. 
The argument applies alike to the consumer, who, overwhelmed 
with the instalments due on past purchases, must presently cease 
from buying anything further; to the farmers ruined by mort- 
gages and by the good intentions of boards and banks specialising 
in agricultural credit and tumbling over one another in their 
anxiety to lead him into yet more debt; and, most of all, to the 
debts of nations. Indeed, on the subject of international loans 
Mr. Dennis has particularly strong views. A great part of the book 
is devoted to an attempt to show that these arc always injurious, 
even when of the typo ordinarily called productive ; for the author 
knows “ no reason for supposing that the farther away investors 
and directors are from their properties, the wiser and more 
competent will be their management.’’ 

Next to getting into debt, comes speculation in Mr. Demiis* 
list of the vices of capitalism. And hero the recent history of 
American banks and American stock markets offers him ample 
material. The chapters which deal ith this are among the most 
interesting in the book. The author’s essential theory is that, 
since si)eculation is only gambling, there is no net income to be 
made out of it. “ Judicious ” investment is always exactly 
cancelled by injudicious, and the investor should therefore confine 
his attention to spreading his eggs over a sufficiently large number 
of baskets to ensure that he gets what is all he ever can get in the 
long run, viz, the average rate of return to all capital, put by Sir. 
Dennis at 3 per cent. 

In short, Mr. Dennis’ book may be summarised as : live within 
your income, spend what you have, and keep yoiu'self to yourself. 
Interpreted in terms of practical policies, this means — protect 
home industries ; stop foreign lending, and indeed keep out of all 
so-called international co-operation (except w hen it is concerned 
strictly with the interchange of goods for goods on income account), 
since in the absence of some great spiritual idea internationalist 
enthusiasm is only sound and fury, more likely than not to land 
you in the war which Mr. Dennis believes is just round the corner : 
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print non -interest-bearing paper to finance social services and public 
works and set the wheels of industry going again ; and tax the 
rich to prevent them trying to accumulate impossible com- 
pound-interest fortunes — a programme not without merits, 
perhaps, but surely one rather oddly conceived as a means of 
prolonging the life of the capitalist system ! 

Barbara Wootton 

Methods of Social Study, By Sidney and Beatrice Webb. 

(Longmans, Green and Co. 1932. Pp. 260. 85. 6rf.) 

Who can be better qualified than Mr. and Mrs. Webb to speak 
of the most effective methods of social study ? Take away what 
the Webbs have written on the social institutions of our country, 
and what remains ? How many of the commonplaces of modern 
studies of English Trade Unionism or Local Government are not 
themselves original discoveries of the Webbs’ iiuhffatigablc 
researches ? 

It is thus with great interest that the student of to-day will 
approach this book, in which the authors look back on the magni- 
ficent achievements of two lifetimes and give their estimate of 
the value of the tools which they have chielly employed. There 
is, perhaps, as indeed might be expected, little that is strikingly 
new in what they have to say ; but here, in abundant measure, 
is good advice adorned with many a delightful personal anecdote, 
as well as loaded with the weight of unique (experience. The 
student who embarks on social inquiries is cautioned to look to 
his own mental equipment : he must train his faculty of attention, 
realise that in the mere framing of a question there lurks some 
anticipation of the answer, learn how to throw liis own bias out of 
gear, and at the same time cultivate sym])athetic understanding 
of those with whom his work brings him into contact. He must 
not (even if he has been educated at a public school and university) 
despise accuracy of detail, or laborious compilation, or careful 
choice of the right system of note-taking, because lu^ prefers to 
deal only in brilliant, but inadequately-supported, general isati( ms. 
At the same time, he must learn the art of presenting the restdts 
of his researches; nor must diffidence or dilatorincss make him 
delay publication of what he has done, so that this may have the 
widest possible chance of confirmation or refutation. He must 
learn to draw on many different sources — the relevant documents, 
literature and statistical material, not to mention the personal 
interview and his own participation in the life of whatever institu- 
tion he is studying. He must learn, further, to assess the value 
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of these various forms of evidence. (The authors, incidentally, 
have some interesting comments to make on the worth of the 
vast mass of oral evidence given before Royal Commissions and 
Committees of Inquiry, with its bland indifference to the accumula- 
tion of fact and its partiality for eliciting the generalised opinions 
of witnesses on largo topics.) And the student must avail himself 
of every opportunity for verification at all stages of his work, not 
despising for this purpose those “unconscious experiments” 
which the legislator and the administrator are making every day. 

In a final chapter the authors express their conviction that the 
truly scientific study of social institutions is possible, and that, 
while the emotions rather than the intellect must decide the 
desirable ends of life, such a study is and has been a most potent 
instrument of liuman betterment. Perhaps the reviewer’s best 
comment on the book is to reflect how much human misery might 
have been avoided had we but on the one hand more investigsitors 
willing to practise what tlieWebbs have l)oth practised and preached 
with such splendid consistency, and on the other hand adminis- 
trators witli an car less deaf to the results of investigations con- 
ducted in this sjurit. Bauuara Woottox 

I Fo7ulamenti della Economia Corporativa, By Professor Ugo 
Spirito. (Milan, Treves. 1932. Pp. 279.) 

Lineamenii di Polilica Econoinica (.'orporativaj Vol. I. By Pro- 
fessor Lello Gangemi. ((.^atania, Studio Editoriale 
Moderno. 1932. Pp. xxiii -f 467.) 

Against the grey monotonous background of Capitalism in 
Depression, any variation in colour catches the eye. Both the 
Black SJiirt and the Red Flag, seen from afar, proclaim their 
own originality and stir our curiosity and our hopes. 

Between Fascist Italy and Soviet Russia there are resem- 
blances, which the spokesmen of each are eager to minimise, 
but there arc also obvious differences. “ Our practice has gone 
ahead of our theory,” a Soviet economist told me last summer, 
when I was asking questions concerning the theoretical basis of 
the Soviet Planned Economy. In Fascist Italy the reverse is 
true. There is, indeed, much visible evidence of a strong and 
persistent drive from the centre in economic affairs ; in the policy 
of State-controlled development by means of public works, for 
example. But, in the creation of the distinctive institutions 
of the Corporative State, the pace is slow. The new building 
of the Ministry of Corporations, architecturally one of the best 
modem buildings in Rome, is only just completed. But it is 
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well in advance of the Corporations which it is to administer. 
For these, even in the eleventh year of the Fascist era, are still 
in an incipient stage. In this work of construction, I was in- 
formed by Mussolini himself, “ we are proceeding with great 
prudence ’’ and “ not for several years ” is the network of new 
institutions likely to bo completed. The National Council of 
Corporations, indeed, exists already. But it has been born 
before the separate Corporations which it is designed to integrate, 
for of these only the Corporation of the Theatre (not including 
the Cinema) has so far come into being. 

The theory of the Corporative State, on the other hand, has 
already a large literature in Italy. But much of this belongs 
to political theory and to jurisprudence rather than to economics, 
as commonly delimited by English writers. 

Professor Spirito of the University of Pisa has the reputation 
of being on the left wing of Fascism. His approach to economics 
is through philosophy. In his Fondamenii della Kconomia 
Cor'porativa he starts from the proposition that in every social 
science the fundamental conception is that of the State. He 
argues that classical economics, basing itself on the “ closed 
egoism of the individual,’* is not scientific at all, or is, at best, 
“ the science of anarchy.” The State must guide and discipline 
individual interests, and it is the task of Corporative Theory 
to formulate the principles of such State action. Traditional 
private enterprise, equally with traditional Socialism, are re- 
jected, the latter because the bureaucratic administration of 
industry ‘‘ mortifies individual activity and tends to become 
static and conservative,” and because the State is falsely con- 
ceived by Socialists as an entity separate from the individuals 
composing it. Professor Spirito then passes to an elaborate 
discussion, the upshot of which is that, within the framework 
of Corporative institutions, it is impossible to find an individual 
who is governed without being also a governor, and hence that 
the individual, “ in so far as he is a social animal,” can be identified 
with the State. It follows that there can be no disharmony 
between the interest of the individual and the interest of the 
State. Italian Fascism traces back its ancestry to Ancient 
Romo, and we may likewise trace back this comforting doctrine 
to Marcus Aurelius, who, in the Fifth Book of his Meditations, 
says : “ That which does not hurt the city or body politic cannot 
hurt the citizen. Therefore when you think you are ill-used, 
let this reflection be your remedy. If the community is not 
the worse for it, neither am I.” 
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But Professor Gangemi is not convinced. In his Lineamenti 
di Politica Economica Corporativa, of which only the first volume 
is yet published, he defends the classical economists, and their 
successors, against Professor Spirito’s attack and rejects his 
identification of State and individual, as being obviously 
absurd,’’ “in conflict with reality,” and rendering impossible 
any sensible criterion of State intervention. 

This, indeed, is a more concrete book and shows a wider 
range of economic reading. (Professor Gangemi not only teaches 
economics at the University of Perugia, but is in charge of the 
admirable library of the Ministry of Finance at Rome.) All 
Fascist economists, in mfiking the case for the Corporative State, 
must denounce both Socialism and Individualism. But whereas 
Professor Spirito rebukes Socialism a little and Individualism 
much. Professor Gangemi reverses the emphasis. He has been 
a pupil of Pantalconi, to whom Fascism came only as a revelation 
in his old age. 

Professor Gangemi holds that the principles of action of the 
Corporative State arc to increase production and economic 
efficiency, to encourage and guide the rationalisation of industry, 
to promote the collaboration of employers and workers, each 
organised in appropriate associations, to reconcile the interests 
of different classes, to assist national development, especially 
by way of land reclamation and public works, and to prevent an 
excessive industrialisation of the country. He gives illustrations 
of Fascist policy under each of these heads and studies in some 
detail the provisions of the Carta del Lavoro of 1927, under 
whicli strikes and lock-outs are made illegal, and collective 
labour contracts are drawn up and enforced by the Magistracy 
of Labour. Fascism, he argues, is empirical and pragmatist. 
It is unhampered by any fixed doctrines, beyond those laid 
down, in very general terms, in the Carta del Lavoro. His book 
contains, perhaps, too many and too lengthy quotations from 
other writers, and suffers a little from repetition. But it is 
vigorously written and gives an interesting picture both of the 
mentality of Italian Fascism and of its claims to achievement. 

Hugh Dalton 

The Industrial Revolution in Scotlayid, By Henry Hamilton. 

(Oxford. 1932. Pp. ix + 300, with 8 plates and a map.) 

Various studies of the Industrial Revolution in England have 
made its chief aspects well known. This cannot bo said of the 
same period in Scotland, unless (as has been often assumed) it is 
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believed that the course of events in the North was similar to that 
in the South, and that all that is required, as regards Scotland, is 
to supply local illustrations of a general historical plan which has 
been already worked out. To some extent there are features 
common to the Revolution in both countries (and here Dr. 
Hamilton is already covering well-trodden ground), but in other 
respects there were important and significant differences, and it is 
in the tracing of these that the great value of Dr. Hamilton’s book 
is to be found. One imagines that to many readers the volume 
will be more interesting and stimulating by omitting the charac- 
teristics common to this period of change both north and south of 
the Border and concentrating on what is new and Scottish. 
Indeed, from this point of view it might be said that “ the half is 
greater than the whole.” 

The main reason that the Industrial Revolution assumed a 
somewhat different form in Scotland was the later economic 
development of that country. Hence, as might be expected, the 
“ timing ” of events was of a different order, or, as Dr. Hamilton 
puts it, there w ere two stages — ^the first from 1780 to J 830 and the 
second from the ’thii*tics of the nineteenth century, extending till 
about 1880. One may perhaps hazard the suggestion that it is 
possible the period 1880 to 1920 does not represent comparative 
stability; quite possibly there may be changes of sufficient 
magnitude in the generation after 1920 to be termed a century 
hence yet another Revolution, if that term is then in use. 

However, going back to the first stage i)laced in the period 
1780 to 1830, this again had two subdivisions — ^thc agricultural 
and the industrial. As late as the time of Adam Smith , agriculture 
was astonishingly backward — ^the infield and outfield system was 
prevalent, often land barely returned the seed, after which it 
relapsed into a state of sterility producing little else than thistles 
and other w^eeds.” By the end of the century there was a remark- 
able improvement, and scientific ideas were being eagerly sought 
and applied, though necessarily this process was limited by th<* 
state of knowledge at the time. 

Turning to industry, the Scottish position was unique. Before 
the Union of 1707, overseas trade was comparatively small : 
afterwards the opening of trade with the Plantations produced a 
great variety of industries to supply the needs of the colonists, 
while immense quantities of tobacco were imported, by far the 
larger part of which was re-exported. The tobacco trade brought 
great prosperity to the country, particularly to the West. The 
American Revolution completely upset this basis of Scottish 
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commerce. Therefore the capital accumulated had to find new 
openings and the mechanical discoveries gave it the necessary 
outlet. This was primarily in the textile industries. Though 
marine engineering was beginning early in the nineteenth century, 
the iron and steel industries were backward. In 1806 only 23,240 
tons of pig iron were produced. In 1828 production had increased 
by 56 per cent., but during the same interval the increase in 
England and Wales was 200 per cent. Scottish coal was imperfect 
for smelting, but the discoveries of Musket and Neilson (the latter 
in 1828) at length enabled the industry to advance, and it was this 
change, leading to the preponderance of the heavy industries — 
iron, steel, engineering and shipbuilding — which marks Dr. 
Hamilton’s second stage of the Scottish Industrial Revolution. 
This word is not a very satisfactory one. It served Toynbee well 
as a striking term to rivet his reader’s attention on an aspect of 
industrial history which he wished to make prominent. The 
more it is studied the loss specialist students arc satisfied with it. 
What it really seems to mean is that, once modern economic 
conditions came into operation, the wTiter concentrates on the 
changes in a particular period, and one finds special emi)hasis on 
those in which he is most interested. Thus Dr. Hamilton has 
many striking pages on combination in the coal and iron trades. 
These arc of special value as being based on the manuscript records 
of firms which still survive. 

This book is a most desirable addition to the competent studies 
of various phases of Scottish economic history. It is of high 
value as affording a companion picture to the same period in 
England ; still more interesting is it, if one allows for the ‘‘ lag ” 
in Scottish develo])ment to make the comparison, not at the same 
date but at the same dage in the two movements. It may be that 
Dr. Hamilton has been too much impressed, and has followed too 
closely the form of the English Revolution. It seems impossible 
to treat at all adequately the work of the Commissioners under the 
Acts 13 Geo. I c. 26 and c. 30 unless account is taken of fisheries 
as well as manufactures, indeed reference to the making of salt 
for the former industry would link up with much in the history of 
the coal trade in the eighteenth century. Further, it is ])robablc 
that an investigation of the very great range of a series of Estate 
Papers, which have been recently deposited at the Register House, 
would have given many details about agriculture and possibly 
some altogether new light on its development — all the more as 
these MSS. relate to an area which is not well represented in the 
particulars given in the book. Then, too, there is only bare 
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mention of the woollen industry. Yet it had been important 
before the Union, being then the chief of Scottish exports. It 
again became prominent in Dr. Hamilton’s second phase, i,e. that 
from about 1830 to 1880. This, in its turn, reflects back on sheep- 
farming. It is worth inquiring whether this is another instance 
of a species of correlation between a state of war and new indus- 
trial developments in Scotland. The case of the American 
Revolution has already been mentioned. The great impetus to 
Scottish shipbuilding is attributed to tho building of blockade 
runners during the American Civil War. The Napoleonic wars 
occasioned a great extension of sheep-farming, but was the wool 
manufactured in Scotland or was it used to supplement the 
supplies for English factories ? Even in the latter case, and if 
the Scottish woollen trade was developed later, the fact of an 
abundant supply of native raw material cannot be overlooked. 

W. R. Scott 

The Con.pany of Scotland Trading to Africa and the Indies, By 

George Pratt In SH. (London: Scribner. 1032. Pp. 343. 

125. Cd. net.) 

Dr. Insii, by his edition of the Darien Shipping Papers and 
by his book on the earlier Scottish colonial schemes, has already 
established his position as tho leading authority on Scottish 
colonial history. A general account of the Darien (Company 
from his pen is therefore welcome, and the more so because it 
surveys a good deal of matter which either lias not previously 
been used at all or has appeared only in comparatively inaccessible 
publications. Among materials of the latter type arc the corre- 
spondence of James Balfour and tho Spanish documents from 
Seville, of the former type the notes of Captain Campbell of 
Fonab on the engagement at Toubacanti. An allusion in the 
preface to “ a very large collection of unbound papers relating to 
the company, discovered in the spring of 1929 by Dr. W. H. 
Meikle ” in the National Library of Scotland, raises exiiectations 
which are hardly fulfilled. The most novel of them seems to bo 
the profit and loss account of the voyage of the African Merclumt 
in 1699-1700, which brought back the last gold to be coined in 
the Scottish mint ; and I cannot help thinking that these papers 
may have remained unbound because they were essentially less 
important than tho bound manuscript collection in the same 
library used by Professor Scott in his Joint-Stock Companies. 

Dr. Insh’s purpose in this book is not to write the economic 
history of the company but Vhistoire integrate. It is meant for 
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a popular audience, and it makes full use of the dramatic and 
romantic possibilities of the theme. Indeed it is written in the 
coloured manner which is fashionable now ; so much so that one 
chapter actually begins with the solitary horseman motif : “On 
a spring day in the year 1698 a traveller, whose dark, weathered 
countenance spoke of long exposure,” and so on. For our present 
purpose this aspect of the book is, however, not irrelevant, for 
the whole calamitous history of the company turns on the irruption 
of human passions, especially national feeling, into a business 
affair. Ur. lush emphasises the importance of the fact that the 
company originated not in a project of William Paterson but in 
the persistent campaign of a group of traders, which, although it 
included a number of Scotsmen, was a London group. They 
wanted to use Scotland as a base for evading the East India 
Company’s monopoly. They meant, by means of the political 
independence of Scotland to make a freer use of their capital. 
When that attempt was frustrated by the English Parliament, 
the chances of real success were ended. The attempt to raise 
capital in Amsterdam could not have succeeded unless the Dutch 
had been sure that they were not being invited to finance a com- 
petitor to their own East India Company. In Hamburg the 
hostility of the British resident may have been one of the causes 
of failure; but it might have been foreseen. William III was 
an Englishman and a Dutchman and the Spaniards were at war 
as his allies : he had three national reasons for checking the 
Scottish plans. Unhappily they had enlisted the support of far 
more capital than Scotland could afford to mobilise for a maritime 
undertaking. The patriotic feeling which had been worked up 
to raise the money became angrier and more ambitious with 
each reverse. The Darien expeditions miserably failed. AVith 
the single exception of the Afrimn Merchant, every venture of 
the company was disastrous. The last scenes touched the 
depths.' Because the Annandale had been lawfully if harshly 
seized in England, and because Scottish feeling was exasperated 
about political matters, three innocent Englishmen of the 
Worcester were made the victims of a foul judicial murder in 
Edinburgh. The wretched history ended when the English 
taxpayers made good their losses to the stockholders in Scotland. 

Dr. lush has more sympathy wdth the patriotic feelings of the 
Scots at that time than most of his readers are likely to feel; 
but that can scarcely be reckoned a fault. Without some degree 
of sympathetic understanding the story would not have been 
intelligible : the Scots would merely have seemed, as they did 
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to William III, “ like madmen.” In some points of minor detail 
corrections may be offered. For instance, several copies of a 
proclamation which ho regards (p. 00) as probably unique seem 
to be catalogued in Steele and Crawford’s Tudor and Stuart 
Proclamations, But the book is well-informed and amply fulfils 
its purpose. 6. N. Clark 

Economics in the Twentieth Century ; the History of its International 
Development. By Theo Suranyi-Unger. Translated by 
Noel D. Moulton. (Allen and Unwin. 1932. Pp. xix 
-f 397. 2ls.) 

This is a somewhat stupendous and overwhelming work. 
Professor Suranyi-Unger, who is a Hungarian writer, has here 
sifted, arranged and catalogued the economic literature of the 
greater part of the world during the first quarter of the present 
century, and if this book achieves nothing else, it will at least 
convince even the most learned of its readers that he is in reality 
but an ignorant and unprofitable economist. It will also leave 
him wondering how it is possible for one frail man, within the 
ordinary limits of human life, to achieve such a work as this. 
Professor Suranyi-Unger is doubtless right in suggesting that 
there is insufficient co-ordination between the thought and 
speculation of different nations and but a vague idea (subject to 
a considerable time-lag) as to what is being done elsewhere, so 
that, as he puts it, each group “ proceeds under lock and key, 
and without an appreciable regard for the achievements attained 
by the others.” Latin and Anglo-Saxon scholars, in our author’s 
view, are chiefly open to this reproach, tending to live “ in com- 
placent seclusion, almost untouched by foreign influences.” 
That there is such a seclusion, few would deny. That it is 
complacent ” is by no means so obvious. Heaven knows, the 
scholars of any country have enough to do to pant despairingly 
behind the mass production of the printing-press in their own 
territory, and if they do this with some approach to conscientious- 
ness, they will find little time to make themselves familiar with 
the many regiments of works whose appearance is chronicled in 
foreign journals. Yet the resulting isolation, such as it may be, 
need not be complacent ; it may bo accompanied by a gnawing 
consciousness of duty unfulfilled, 6r by a keen regret that books, 
following Malthusian principles, seem to have a capacity to beget 
books in geometrical progression, while the preventive checks, 
even in periods of industrial depression, are deplorably feeble. 
Perhaps the highest level of general knowledge of what is being 
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written everywhere is to be found in such a country as Holland, 
where, the native output being necessarily limited, there is time 
to cultivate at least a bowing acquaintance with the best and 
most stimulating writings everywhere. 

If Professor Suranyi-Unger’s book will not in itself enable us 
to overcome our ignorance, it will at least point out to the anxious 
the right way towards a removal of this reproach. His own 
interest is primarily in the purest of pure economics ; and in his 
other great work, f^liilosophie in der VolkswirthscJiaftslelire, he 
gave in a series of studies an excellent account of the philosophic 
basis of economic theory in a Aumber of loading writers from 
Plato to Karl Marx. His i^hilosophic predilections reappear in 
the present work, firstly in an introductory chapter on the 
philosophic sources of recent economic tendencies, and, secondly, 
in the limitations imposed on the scope of his discussion. It is 
in theory, in the systematic statement of economic principles, in 
‘‘ systembildende Gedanken that Professor Suranyi-Unger is 
X)rimarily interested, and consequently there is no direct dis- 
cussion of such questions as the theory of money or of the trade 
cycle. There is also, on different grounds, a further limitation 
of a geographical nature. The main discussion is restricted to 
three groups of countries, the German-speaking, the Romance 
(France and Italy) and i^glo-Saxon countries (meaning Britain 
and America), As, however, authors who have been translated 
into other languages are regarded as having been given a right 
of entry, the net is spread somewhat wider to include such writers 
as Cassel and Pierson. 

With regard to the main part of the w ork, it is impossible to 
do more than rei)ort the achievement of Professor Suranyi-XJnger. 
In these three Parts (dealing with German, Romance and Anglo- 
Saxon countries), he observes a uniform sequence of treatment, 
resulting in five corresponding chapters in each of the sections. 
There is’ first of all a chapter devoted to Method. The second 
chapter, which in each case is probably the most valuable, is 
concerned with “ systembildende Gedanken,” tlie fundamental 
thoughts of those who have wTitten stately x)rmciples. Then 
there follow three chapters on less comprehensive points, dealing 
with questions of Value, of Price and of Distribution. . it 

Into this framework Professor ^Suranyi-Unger has compressed 
a minute analysis of all that has been said and thought in the 
sphere of pure* economics during the &’st quarter of the tw^entieth 
century. It is scarcely an exaggeration to say that; he*>'nlisses 
nothing. One expects a discussion of the giants, — nf Schumpetter, 
No. 109. — vo£. XLiii. i . >1 
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Liefmann, Spann, Diehl and Oppenheimer and other stars of the 
first magnitude, — ^but Professor Suranyi-Unger tracks down the 
least significant book, annotating even the text-books of the 
period. The references alone cover 45 pages. The index of 
names runs to over eight pages, closely printed in three columns. 
This, in a sense, indicates at onco the strength and the weakness 
of the book. From one point of view he refers to too many 
minnows in the economic pond, to writers of whom one may 
confess without shame that one has never heard, to others who 
are already forgotten. And the consequence of this compre- 
hensiveness is that Professor Suranyi-Unger has too frequently 
left himself insufficient space to saiy anything that is worth saying. 
He classifies this great multitude no man could number, summar- 
ising in a line a book or an argument in an economic journal. It 
follows that this is pre-eminently not a book to read. On the 
other hand, if used as a book of reference or as a guide, it may be 
of the greatest service. Here, with the help of the Index and 
the Notes, is an international economic “ Who’s Who,” covering 
all authors of the last thirty years, — or if not all, at least all who 
are given to systembildende Gedanken.” For the restrictions 
imposed on the subject-matter produce strange results. While it 
would be inexpedient to exemplify how far down in the scale of 
eminence the Index descends, at the other end there is no mention 
of Mr. Cole or of Sir Josiah Stamp. Professor Suranyi-Unger 
modestly realises the limitations which are inherent in the nature 
of this work and expresses the hope that the historian of the 
future will find it useful as a book of reference for the period which 
it covers. It will indeed be to him a crowning mercy, for here 
he will find good measure, pressed down and running over. But 
the book is not merely a guide for the future historian whom wo 
may leave to look after himself. For all who are conscious of 
ignorance as to the development of thought in other countries 
and who wish to rectify their shortcomings. Professor Suranyi- 
TJnger’s guide-book will provide an excellent series of pointers as 
to how he ought to set about his task. Alexander Gray 

Marischal College, 

Aberdeen, 

Problems of Population, Edited by G. H. L. F. Pitt-Rivers. 

(London : George Allen & Unwin, Ltd. Pp. 378.) 

This vdume is the Report of the Proceedings of the Second 
General Assembly of the International Union for the Scientific 
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Investigation of Population Problems which was held in London 
in 1931. The papers read fall under five heads, and there are also 
reports of the national committees and the research committees. 
It is evident that the latter have disposed of their limited funds to 
subsidise some useful pieces of research. The papers cover a very 
wide field and vary much in quality. They also vary in style of 
presentation ; some are so briefly summarised that it is difiicult 
to extract much from them. A few papers contain original 
material of value, but most of them are either in the nature of 
general discussions or of summaries of work published elsewhere. 

A. M. Carr-Saunders 

Honest Doubt. By Sir Ernest Benn. (Benn. 1932. Pp. 

248. 6s.) 

The views of Sir Ernest Benn are well known. They are 
reiterated in this book with all the simplicity and fervour of con- 
viction which his earlier writings have led his readers to expect. 
Once more we learn that the English (bar their politicians) are the 
natural leaders of the world; that wc have gone wrong only 
because wc have handed over affairs of State to people with no 
idea of money; that capitalism, far from having failed, struggles 
with astounding gallantry against the idiotic restrictions imposed 
by rulers of socialist disposition. The whole book may be sum- 
marised in the author’s own words, when he wTites of public life 
as a life which “ all tlirough the history of mankind has been 
regarded, and rightly regarded, with honour, and which w\as 
never concerned until recent years with the economic details to 
which, of course, it ought never to apply, and of which it ought 
to have little or no cognisance.” 

Sir Ernest Benn has many hard things to say of professors of 
economics. Ho believes that, in a misguided zeal for attempting 
to manage everyone else’s affairs, they have forgotten all about 
their proper business of pursuing scientific truth. He believes 
further that, with few exceptions, they cannot kcc}) their fingers 
off the socialistic mischief-making which, in his view', is the cause 
of pretty well all the world’s troubles. Here, surely Sir Ernest 
causes himself more distress than he need. Has he quite over- 
looked the recent remarkable renaissance of the ideology of 
laissez faire in high academic circles ? 

Barbara Wootton 
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Direct Taxation in Austria, By John V. Van Sickle. (Harvard 
University Press. London : Humphrey Milford. 1931. Pp. 
ix + 227.) 

This book provides a valuable history of the direct taxes in 
Austria, the term “ direct ” being used as Dr. Van Sickle points 
out, in a purely administrative sense' and not with any reference 
to the problems of shifting and incidence ; inheritance taxation is 
not included, but there is a full description of the post-war 
capital levy. 

Dr. Van Sickle’s principal thesis, which he tends perhaps to 
over-emphasizc, is the existence'of a considerable discrimination 
against corporate enterprise and big business during the period 
which he has investigated. Corporate enterprises had not 
secured a firmly established and fully recognised position in 
Austria before the war, originally because of the disastrous 
consequences of the panic of 1873, and subsequently on account 
of political conditions which favoured the small man and also of 
the “ dubious dividend policies ” of the companies themselves. 
Dr. Van Sickle illustrates lus thesis by a detailed analysis of the 
produce taxes levied on the various branches of income and of the 
capital levy. 

During the war surtaxes were levied on the existing taxes and 
a so-called War Profits Tax was introduced, which in fact “ was 
levied on all increases of income whether directly connected with 
the war or not.’* But the financial position was being steadily 
undermined by a continuous inflation of the note issue. 

The history of the post-war years down to the period of 
stabilisation brings out clearly the familiar difficulty of the failure 
of revenue to catch up with a depreciating monetary unit. The 
introduction of a Tax Unit as the basis of calculation failed 
apparently to produce any real improvement in the situation. 
Here we have the main reason for the failure of the capital levy, 
although there is probably a good deal of truth in the view that a 
levy was too big a thing to bo carried through by an overburdened 
financial administration in a politically unstable state like the 
new Austria. Dr. Van Sickle concludes with some interesting 
criticisms of the Austrian bureaucracy, whose “ respect for 
complexity for its own sake ” was partly due, he suggests, to a 
^QD strictly legal training. This complexity and refinement in 
financial methods have, however, been eagerly adopted by the 
politicians, and “ the Beamte are thus forced to satisfy a taste they 
have helped to create.” E. L. Hargreaves 

Orid College^ Oxford. 
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Russia and the Soviet Union in the Far East. By Victor A. 
Yakhontoff. (George Allen and Unwin, Ltd. 1932. 
18s. net.) 

This is an ambitious book which attempts a survey not only 
of Russian policy in the Far East but of the policies of Japsai, 
China, Britain and the United States as well as of Chinese internal 
problems. The result is a superficial and sometimes entirely 
misleading presentation of a vast mass of facts insufficiently 
digested ahd apparently inspired by the desire to present the 
U.S.S.R. as the only friend of China. The author’s historical 
equipment is obviously meagre. His presentation of recent 
events is not trustworthy. The diplomatic outrage of seizing 
the Russian documents in Peking is more than once insisted upon, 
but their contents are never revealed. Sun Yat Sen’s doctrines 
are summed up as “ modified Communism.” The Nanking 
incident, it is insinuated, was due to the Northerners, though 
General Cheng Chien himself admitted responsibility, to the 
reviewer amongst others. 

The writer has been given by the U.S.S.R. authorities access 
to some documents in the Archives of the Moscow Foreign Office, 
but he has made no such study as made Mr. Lewis Fischer’s book 
so interesting. He includes in his Appendices, however, transla- 
tions of some treaties and conventions, as to the authentic text 
of which there has been some dispute; e.j/. the Russo-Chinese 
Treaty of 1896, and the Russo-Japanese Conventions of 1907, 
1910 and 1916. There are also a Resolution of the “ Comintern ” 
(July 14, 1917) and extracts from the record of its Sixth Congress 
which are of interest. These arc the most useful parts of the book. 
The rest is based almost entirely on secondary sources chosen 
without much discrimination. Quotations from some recent 
Russian works not commonly used by writers in English, titles of 
which are noted in the Bibliography, make parts of it of some 
value. C. K. AV^ebster 

The E'nd of the Russian Empire. By M. T. Florinsky. 
Economic and Social History of the World War; Russian 
Series. (London ; Humplirey Milford. Pp. 272. $3.) 

Was the Russian Revolution an incident in the World War 
or the World War an incident in the Russian Revolution ? Dr. 
Florinsky has produced a well- written, candid and informative 
book. But it is also a disappointing book ; and one is compelled 
to ask how far this disappointment arises from the author’s 
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approach to his task. The advantage of looking at Russian 
events from the standpoint of their bearing on the World War 
is the simplification so achieved. But for this simplification 
it is possible to pay too high a price. If warlike ability, even 
success, is the major consideration, then the author’s unsparing 
exposure is justified. But when it comes to the condemnation 
of a whole national existence, we could wish for a more dis- 
criminating insight. 

Not that success is the author’s solo criterion. Notwith- 
standing his severe “ objectivity,” he cannot conceal the bitterness 
and disillusionment of a Russian, who has lived through the 
collapse of Russian society and has himself lost faith in the 
principles on wliich that society was built. He is ashamed to 
use high-sounding phrases about the ‘‘recreation and cultural 
needs ” which the workman could afford (would Tolstoy have 
been so ashamed ?) ; the autocracy scarcely needs his condemna- 
tion, and, in the light of the liberal leaders’ performance, he 
can hardly understand their previous reputations. But, if he 
cannot forgive the past, neither can he reconcile himself to the 
present, and his only recourse is to abandon Russia. It is a hard 
phrase ; but is it entirely unfair of a Russian who has so com- 
pletely adopted the Anglo-American point of view ? If the War 
was not Russia’s war (as is practically admitted), if Western 
conditions are not Russian conditions, what advantage is there 
for a Russian to adopt these half -relevant standards? This, 
in our view, is Dr. Florinsky’s great weakness — a weakness which 
has prevented him from giving his theme an adequate treatment. 

After all, the author himself believes these events to be 
tragic, and he refuses a tragic treatment to a tragic tlicmc. The 
possibilities of another treatment he virtually admits in his 
footnote on the Tsar ; but on what ground docs he deny to the 
tragedy of the Tsar, or, for that matter, the tragedy of the whole 
situation and of its actors, a “ direct and immediate bearing ” on 
the course of events ? What meaning does his narrative give to 
the land-hunger of the peasants, the mentality of the workmen, 
the illusions of the liberals, the extraordinary Rasputin affair ? 
He admits that these features of the situation had a long prepara- 
tion, independent of the War of 1914r~18. Ho thinks there was 
something wrong with the Church (though it is quite untrue to 
describe the Church as merely “ another Government Depart- 
ment ”). Perhaps he felt a certain inconvenience in dealing with 
such themes under the heading of “ economic and social history.” 
If so, then his hesitancy is vain. For, unless we are grievously 
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mistaken, the Russian Revolution arose, precisely on the ground 
of a need religiously to comprehend the modern economic and 
social problem, and demonstrates yet again that “ concatenation 
of faith with the life of wealth and production,” which Professor 
Kartashev has noted as a specifically Russian characteristic. 

But, if our conclusion is to reverse Dr. Florinsky’s standards, 
that does not exclude a high appreciation of the wide range of 
knowledge which he has placed at our disposal. 

A. F. Dobbie-Bateman 



NOTES AND MEMORANDA 

The Royal Commission on Labour in India — A Correction 

My attention has been drawn to an article appearing in your 
issue of September 1932 on “ The Indian Industrial Worker by 
Mr. G. T. Garratt, dealing mainly with the report of the Royal 
Ccminiission on Labour, of which I had the honour to be Chairman. 
The opening paragraph says that it w^ould seem that the Com- 
mission’s work ‘‘ has been almost forgotten both in India and in 
England,” and the concluding paragraph contains the j)assagc : 

“ In the end the real incentive for improvement will have 
to come from the Government, and here again it is difficult 
to be optimistic. The impending changes arc acting as a 
blight upon the existing authorities, and one wishes at titles 
that the j)arablc of the Unjust Steward could bo read every 
Sunday at Delhi and Simla.” 

Within the eighteen months that have elapsed since the report 
was published, the Central Government have introduced six 
measures in the Central Legislature based on the Commission’s 
report. Three of these have already been passed, one of them 
setting up a new system of control over recruitment for Assam 
tea-gardens and granting the right of repatriation to new recruits. 
Of the other three, one involves a wholesale revision of the Work- 
men’s Compensation Act. In addition the Government of India 
published for criticism in June a new Factories Jiill modelled on 
the Commission’s recommendations and designed to replace all 
existing legislation; and the introduction of a Bill to regulate 
deductions from wages and to secure their prompt payment-* 
both matters dealt with in the Commission’s report — ^lias been 
promised for the impending session of the Legislature. Various 
other proposals have been circulated with the Government of 
India’s views for public criticism. I must leave your readers to 
judge how far Mr. Garratt’s comments are accurate and fair. 

Mr. Garratt’s main thesis appears at the end of the following 
sentence : 

“ A little practical experience in trying to institute the 
simplest of reforms would have persuaded the Labour Com- 
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mission that they were wrong in giving even a vague support 
to the idea that workers should remain closely connected 
with their villages.” 

I might perhaps remind your readers that the majority of the 
Commission consisted of men who had been connected with 
Indian industry for the greater part of their working lives; to 
mention only one name, I imagine that ]\Ir. N. M. Joshi has spent 
many more years on industrial welfare work in India than Mr. 
Garriitt has spent months. But I do not propose to enlarge on the 
adequacy of our experience, for I am not concerned so much to 
contest Mr. Garratt’s own conclusions as to remove an evident 
misconception, which his article has already done something to 
spread in India, as to our own. Throughout his article he assumes 
that the choice is one between a casual labour force connected vrith 
the land (as in India at present) and a decasualised labour force 
divorced from the land (as in European cities). He further 
implies that the Labour Commission regarded the former as a 
permanent and, on the whole, preferable state of affairs. 

Now a reading of our report will, I think, show that we did 
not view the choice as Mr. Garratt does, nor did we express any 
such preference as he implies. We were, in fact, as strong 
advocates of decasualisation as he is. We emphasised, in various 
passages, “ the importance of substituting, as far as possible, the 
regular for the irregular worker,” and a nuniber of our more 
important recommendations were expressly directed to this end. 
In particular, if our idea of regularised holidays, with a promise of 
re-employment (free of illicit exactions) on return were adopted, it 
would, in my personal view, go far towards effecting a radical 
improvement in existing conditions. It is open to ^Ir. Garratt, 
or any other critic, to maintain that the evils of which he writes 
must remain so long as the workers arc not divorced from the 
villages ; but our conclusion on this subject was not framed in 
that belief. 

J. H. Whitley 


The Indian Balance of Trade 
(a further note) 

(1) Mr. G. Findlay 8hirras, in his rejoinder to Mr. Birla, puts 
forward an estimate of India’s foreign liabilities at £481 millions, 
with an upward limit of £600 millions, and dismisses Mr. Birla s 
figure of £1000 millions as ‘‘ quite astronomical.” The large 
discrepancy between these estimates seems to be due in the main 
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to an ambiguity in the phrase “foreign liability.’* What Mr. 
Birla means by “ foreign liability ” is evidently ownership of 
capital by Europeans, whether resident in India or abroad ; what 
Mr. Shirras has in mind seems to be the ownership of capital by 
persons living outside of India. Mr. Shirras is thinking of the 
balance of payments as it is now with reference to the remittance 
of profits and interest ; Mr. Birla is thinking of the standing threat 
to the exchanges which arises from the ownership of much of 
India’s capital by temporary residents in the country. To omit 
from consideration the very large foreign holdings of Indian 
Rupee loans and of shares in rupee companies^ is rather like 
neglecting, in a discussion of the English financial position, the 
short-term liabilities of the London money-market. 

But Mr. Shirras under-estimates India’s foreign liabilities 
even in his own narrower sense of the term. 

(a) He includes the paid-up capital, but omits the 
debenture capital of companies registered out of India and 
working in British India. He also omits from the reckoning 
certain companies which by the very nature of their business 
can obviously be working only in India. Making these 
alterations, the revised figure for joint-stock companies 
registered out of India but working in British India comes to 
£16L7 millions, as against Mr. Shirras’ £101*2 millions. 

(I/) The figure for municipal and Port Trust borrowings 
as compiled from the Indian Investor's Year Book for the 
year 1926-27 (to which Mr. Shirras’ estimates refer) is 
actually £13 millions, as against Mr. Shirras’ £10 millions. 

(c) The share of the total working capital of banks, 
insurance companies, etc., doing business elsewhere than in 
India which can be properly attributed to India is estimated 
by Mr. Shirras at £30 millions. As ho mentions £466*8 
millions as the total of this capital, it is evident he has 
not taken into account the debenture capital of these 
concerns, which amounted to £72 millons. Under this head, 
therefore, an addition should be made to Mr. Shirras’ figure 
by £4*6 millions. 

(d) Mr. Shirras makes no allowance for that part of the 
capital of Indian Rupee companies which is held abroad. 
The Financial Times placed this figure at £75 millions, 

^ In 1917-18, the last year for which such statistics are available, the 
“European** holding of Indian Rupee loans was Rs. 100*42 crores, out of a 
total of Rs. 202*15 crores (£150 millions). 
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whilst the Economist put it at £10 millions. The Ecmcmist'a 
figure is undoubtedly an under-estimate, as it refers 
specifically, with a few minor exceptions, to stocks officially 
dealt with in the London Stock Exchange, and is further 
limited to tracing British ownership of such capital. If one 
may take the mean of these two estimates for what they 
are worth, the figure would be £42-5 millions. 

(e) No allowance is made for private capital in India in 
the form of partnerships, firms, etc., and of those there 
are a fair number, including some important export 
and import houses, managing agencies, etc. The share 
of this capital owned by non-residents may be placed at a 
minimum figure of £15 millions. 

(/) Mr. Shirras’ figures should be increased by the amount 
of Rupee loans held in London, which in 1926-27 totalled 
Rs. 861 lakhs, or £6-2 millions. 

(g) Against the total of India’s foreign liabilities arrived 
at as above, must bo placed on the credit side the Indian 
ownership of sterling loans, w^hich is estimated at a maxi- 
mum of Rs. 60 crores, or £37*5 millions. 

The final figure is therefore : — 

£ (millions) 


Sterling liabilities of the Govormnont of India . . . 339’4 

Capital of joint-stock companies registoretl t)ut of India but 

working in British India ...... 161*7 

Municipal and Port Trust borrowings . . . . 13*0 

A share of the total working capital of banks, insurance 
companios, etc., di)ing business mainly elsi'wliero than 
in India . • • • • • • • • 34*6 

Share in capital of Indian rupee companies . . . 42*6 

Non-residents’ share in partnerships, firms, etc., working 

in India ......... 15*0 

Rupee loans held in London ...... 6*2 

Total of foreign liabilitie.s ..... 612*4 

Deduct Indian sharo of sterling loans . 37*5 

Net total of foreign liabilities ..... 574*9 


This figure makes no allowance for foreign o\vnership of land and 
estates in India. A good part of this w'ould have been counted 
in the capital of foreign plantations and mining companies, whilst 
such residential buildings and estates as are owned by foreigners 
belong to Europeans resident in India, and would not therefore 
come under the term “ foreign liability ” as used by Mr. Shirras. 
It is interesting to note that this estimate corresponds fairly closely 
to that made by the Financial Times in 1930. Altogether it 
would be reasonable to fix the upward limit at £600 millions, 
instead of at the £600 millions at which Mr. Shirras places it. 
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(2) In his anxiety to prove that India has not borrowed at 
“ ruinous rates of interest,** but has “ a privileged position in the 
London money-market,’* Mr. Shirras makes a surprising slip. 
He claims the support of Sir Robert Kindersley for the contention 
that “ the average rate of interest for Government and Municipal 
loans (for 1929 ?) — 3*8 per cent. — ^was the lowest in the Dominions 
and Colonies, and no country in the world was able to borrow 
more cheaply.” No indeed ! To borrow at 3*8 per cent, in years 
like 1929 would have been a decided “ j^rivilege.” But it was a 
privilege — need one add — ^u^hich “ no country in the world ** 
has enjoyed these twenty years — ^not even India ! For “ Sir 
Robert Kindersley’s figure ” is taken from a table compiled by 
Sir George Paish in the years before the slump — to be quite 
exact in 1907 ; and Sir Robert has repudiated in advance the thesis 
of Mr. Shirras by estimating the average rate of interest on 
Indian loans for 1926 at something over 5J per cent.^ For 1929 
he gives no estimates whatsoever. V. K. R. V. Rao 

Gonville d Cains College, 

Cambridge, 


Official Papers 

The General Tariff of the United Kingdom : Laios and Rejgulations, 
Compiled by A. S. Harvey, of H.M. Customs and Excise 
Department. (Pitman. Pp. 181. 55.) 

This is not an official publication, but it has the authority 
of expert and first-hand knowledge. Jn addition to the chapters 
which deal, by tabulation and exposition, with the parts out of 
which the Avhole British tarifi is constituted, it has chapters 
explanatory of the operation of the Customs, which are fully 
documented. The issue of such a compendium is most opportune 
at the present time. 

Review of New Legislation concerning Economic Agreements 
{Cartels, etc.) in Germany and Hungary, (Ijeague of Nations. 
Pp. 52. Is, U.) 

This review, by Dr. Tschiersky, continues previous studies 
of the legal and economic aspects of industrial agreements. The 
main interest is in the extension of supervision in Germany, by 
the Emergency Decree of 1930, the Decrees concerning compulsory 
prices imposed by organisations (especially resale prices), and 

^ Tho Economic Journal, 1930, p. 18. 
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the general Decree of 1931, in its clauses relating to the reduction 
of prices and rates of interest. The original Decree against the 
Misuse of Economic Power (the Cartel Decree of 1923) remains 
in force, but these later additions bear more particularly on 
price policies, and they give to the Government of the Reich a 
more direct authority, since recourse to the Cartel Tribunal is 
not necessary. The new measures are not limited in their appli- 
cation to Cartels, though the policy of Cartels, which aim at 
preventing the fall of prices in a depression, is an important 
case. Under the Emergency Decree the Government is also 
now empowered to reduce or abolish import duties on goods where 
prices are regarded as uneconomic in their effects. This Decree 
would seem to be wide enough to cover the question of resale 
prices generally, but it is reinforced by further Decrees which 
required the definite reduction of the prices fixed under resale 
agreements. It appears that resale price agreements may be 
declared void, but are not necessarily so. The legal position 
is carefully argued by the author, and has a great many points 
of incidence on different forms of ‘‘ rationalised ’’ production, 
both vertical and horizontal. ]). H. Macgregor 

Review of World Production, 1925-31. (League of Nations. 

Pp. 106. 6s.) 

Review of World Trade, 1931-32. (League of Nations. Pp. 76. 

2s.) 

The review of the statistical evidence here presented is 
summarised in the following conclusions : — 

There was a rapid increase in production and the quantity 
of trade from 1925 to 1929. Investment goods expanded much 
more rapidly than consumption goods; food-stuffs increased 
comparatively slowly. In this period the general level of whole- 
sale prices, though comj)aratively stable, “ concealed a condition 
of economic disequilibrium which gradually developed,^* and 
became apparent at the end of 1929. The severity of the depres- 
sion is largely due to the fact that the slump in industry was 
superimposed on a severe agricultural crisis, characterised by 
the maintenance of supply at a high level in spite of a considerable 
reduction of demand, as shown by the accumulation of stocks. 
Between 1029 and 1931 the world production of agricultural 
products declined by only about 3 per cent. ; that of raw materials 
for producers’ goods by about 20 per cent. The changes in 
productive activity have been very different as between con- 
tinents and countries, and only a few industries can be mentioned 
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which have suffered little or expanded. The price decline on 
world markets since 1929 has been greatest in the case of crude 
f ood-stuffs and raw materials of agricultural origin ; and it has 
been great for goods which have been subject to unsuccessful 
attempts at monopolistic control. Special protective measures 
have caused domestic prices to fall more than world prices, 
notably in the case of wheat. Cartellised prices have fallen 
much less than free prices. The unequal fall in the prices of 
primary and secondary products has shifted the terms of trade 
against countries producing the former. “ The importing capacity 
of the agricultural countries has been so seriously diminished 
that the export industries of the industrial countries have suffered 
severely.” Restrictions and controls ‘‘ have altered the com- 
petitive power of countries whose economic structure is other- 
wise comparable, favouring those which have pursued a relatively 
liberal trade policy, and have adjusted domestic costs and prices 
to the conditions prevailing in world markets.” 

]). H. MACGREGOR 


Current 1'opics 

Mrs. Sidney Webb and Mr. D. H. Robertson have been 
elected Fellows of the British Academy during the last year in 
the Section of Economic Science. The election of Mrs. Webb 
is of special interest, since she is the first woman to bo elected 
a Fellow of the British Academy and, as we believe there has 
been no election of a woman to a Fellowship of the Royal Society, 
she is the first to bo elected to either of those bodies. 

The Fellows of the British Academy in the Section of Economic 

Professor A. C. Pigoii 
Mr. D. H. Robertson 
Professor W. R. Scott 
Sir Josiah C. Stamp 
Mrs. Beatrice Webb 


Science are now as follows : — 

Professor C. F. Bastable 
Dr. James Bonar 
Professor A. L. Bowley 
Professor J. H. Clapham 
Professor H. S. Foxwell 
Mr. J. M. Keynes 


The Economic Society of South Africa has decided to publish 
as from March 1933 a quarterly journal, to be called The South 
African Journal of Ecorumics, under the general editorship of 
Professor S. H. Frankel and Professor R. Leslie, and under the 
management of Professor 0. S. Richards. The Journal will 
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contain articles on theoretical questions and book reviews, as 
well as articles on African financial, economic and commercial 
affairs. It will also include a statistical appendix, giving South 
African official statistics and economic indices. The Journal 
can be obtained through personal or library membership of the 
Economic Society of South Africa for a guinea a year, or can be 
purchased for 245. Applications for membership should be made 
to the Honorary Secretary and Treasurer, Mr. C. W. Pearsall, 
Census Office, Pretoria. 


Having held the Chair of Political Economy in the University 
of Dublin for fifty years, and the Regius Professorship of Laws 
for twenty -four years, Prof. C. F. Bastable resigned in June 1932. 
Desiring to commemorate in a fitting manner his long and dis- 
tinguished career, a committee of his colleagues and former 
students at Trinity College invite subscriptions for the purpose 
of endowing a ‘‘ Bastable ” prize or medal in the University 
of Dublin in connection with the study of Economics. Sub- 
scriptions (limited to two guineas) may be sent to Mr. G. A. 
Duncan, 7 Braenior Park, Dodder Road, Rathgar, Dublin, 



RECENT PERIODICALS AND NEW BOOlS 


Economica. 

November, 1932. Oraham Wallas ; Addresses given at the London 
School of Economics and Political Science, J. C. Stamp, Lord 
fpASSFiELD, J.‘ Laski, W. H. Bevertdgb. Consumption and 
the Trade Cycle. L. Robbins. The Definition of the Concept of a 
“ Velocity of Circulation ” of Goods. Part I. A. W. Marget. 
Coke and the American Revolution. C. F. Mullett. 

The Economic Record. 

October, 1932 (Supplement). Papers on World Economic Influences. 
The Stabilisation of Sterling. D. B. Coplano. The Course of 
World Prices. L. F. Giblin. Reparations and War Debts. G. L. 
i* Wood. The Australian Balance of Payments. R. Wilson. 
/Some Aspects of the Sterling-group Proposals C. V. Janes. The 
Gold Situation. B. Rouen. Political Obstacles to World Recovery. 
W. M. Ball. Fundamental Presuppositions for Successful Economic 
Planning. II. G. B. Fisher. The rationalisation Movement and 
Australian Industry. F. R. E. Mauldon. The Crisis in New 
Zealand. E. P. Neale. Some Problems of Dairy Marketing. 
F. B. Stephens. International Researches into Costs of Main- 
tenance of Different Families. D. T. Sawkins. 

December, 1932. Bolshevism, Fascism, and Democracy. E. C. 
Dyason. The First Financial Agreement (Australiaii). N. Cow- 
PER. Australian Monetary Policy reconsidered. K. S. Isles. 
Australian Labour and the Crisis. L. Ross. Ixind Settlement 
Finance in New Zealand. D. 0. Williams, The Financing of 
Afforestation, Flax, Tobacco, and Tung Oil Companies. H; Bei.- 
SHAW and F. B. Stephens. Sliding Scales in Depression : New 
Zealand Wheat. A. G. B. Fisher. 

Indian Journal of Economics. 

October 1932. A Special Type of Utility Function. C. D. Thomp- 
son. The Distributional Analysis of Protective Duties in India, 
H. L. Dey. Cost Analysis and the Measure of Protection. N. N. 
Das. 

The Manchester School. 

Vol. III. No. 2. The Balance Sheets of three Limited Companies in 
the Cotton Industry. G. W. Daniels, iJ'Ae Economic Limits to 
Expenditure on Social Services. H. Clay. Is our Economic 
System Obsolete? Lord Melchett. The Rdatim of Banking 
Technique to Economic Equilibrium. J. Stafford. The Supply 
of Electricity in Industrial Ldneashire. A. Wi^^terbottom. 
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Quarterly Journal of Economics, 

November 1932. The Statistical Measurement of the yelocity of 
Circulation of Goods, A. W. Marget. , The Static and me Dynamic 
in ^tistical Demand Curves. W. F. Feroeb. The British Wheat 
Ai^ 1932. A. piifMMER. Ernst EngeVs Law of Expenditures for 
Food. C. C. ZiMiifeRMANN. Economic Planning. P. T. Homan. 

Review of Economic Statistics. 

November, 1932. The U.S. as a Creditor Nation. C. J. Bullock. 
Selected Individual Commodities and Recent Cyclical Fluctuations 
in Business. H. B. Arthur and S. J. Dennis. Loans on 
Securities, 1921-32. S. Livermore. The Output of New Cor- 
poration Issues. P. T. Ellsworth. General Economic Condi- 
tions (Ed.). 


American Economic Review. 

December, 1932. Exchange Control. C. R. Whittesley. Soviet 
Trade Unions. A. Hewes. Revenue Act of 1932. R. G. Blakey 
and G. C. Blakey. American Labour Movement. L. W. Cooper. 
Net Value of Manufactures. T. E. Thompson. Technological 
Change in Commercial Printing. E. F, Baker. 

Amuils of the American Academy of Political and Social Sdertte. 

November, 1932. Palestine : a Decade of Development. By various 
authors. 

January, 1933. A study of Esfientials for Prosperity, including tho 
questions of Unemployment, The Church, Competition and Co- 
operation, Industry, Ecoyvomy of E.vpenditure, Gold. Distinguished 
writers contribute to each Section. 

Journal of Political Economy. 

October, 1932. Edgeworth's Taxation Paradox and the Nature of 
Demand and Supply Functions. H. Hotelling. The Theory of 
Population. A. Plummer. Holland, Switzerland, Belgium, aiid 
the English Gold Crisis of 1931. W. Hurst. Technological 
Development of the A7n€rican Pottery Industry. H. J. Stratton. 
The Economic Significance of Brokers' Loans. W. J. Eitemann. 
Capital Production and Consumer-taking. J. M. Clark and 
R. Frisch. 

December, 1932. Types of Institutionalism. A. L. Harris. British 
Mercantilist Doctrines. E. A. J. Johnson. How large is our 
National imeme ? M. A. Copeland. An Unpublished Paper on 
^ the I.W.W. T. Veblen. A Theory of Prices. N. Petrilsko. 
Modern Economic Society. S. H. Slighter and F. H. Knight. 

Wheat Studies (Stanford, California). 

October, 1932. Price Spreads and Restraint of United States ]\keat 
Exports. An inquiry into the forces that are responsible for 
keeping United States wheat prices above an export basis in a 
period when their exportable surplus is very large, and particularly 
in 1931-32, when the Stabilisation Corporation was not taking 
wheat off tho market but disposing of much of its large stocks. 
No. 169. — VOL. XLIII. N 
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November, The Voluntary Domestic Allotment Plan far Wheat. This 
is a very elaborate proposal, commonly known as the Wilson 
scheme, which is of considerable importance, because there 
appears a substantial probability that something of the kind 
will be adopted and carried into law by the incoming administra- 
tion. This memorandum gives details of the plan in relation 
to wheat, but there is talk of extending the same arrangements 
to other commodities. The actual draft of the scheme is com- 
plicated, but the substance of it reduces to the following. For 
each farmer there will be determined a standard wheat acreage, 
based on what he has actually cultivated in the last three years. 
If he is prepared to enter into a contract to reduce his acreage 
hj a specified amount, he will then receive a bonus proportionate 
to the amount by which he has been required to reduce. He will 
receive this bonus whether or not he grows wheat on his remaining 
acreage. The amount of the bonus will be recovered by a turn- 
over tax on processors {i.e. the millers, in the case of wheat), 
very much as in the case^ of the British Quota Scheme. Thus 
the income of the farmer is increased at the expense of tliat of 
the consumer in two ways; — partly by a tiirn-ovei* tax on pro- 
cessors, and partly by the rise in the open market price conseciuent 
)n the curtailment of acreage. 

December. The World Whejit Sitmlion, 1031-32 : a Review of the 
Crop Year. Wheat stocks were reduced by 90 million bushels 
in the courses of the year, but were still oO per cent, above normal 
at the close. The excess was almost entirely in North America. 

January, 1933. Survey of the Wheat Situation ^ August to November 
1932. International trade in wheat in August-November 1932 
was the smallest in a decade. New low record prices wcit) 
registered in all futures markets in November- December, though 
prices at Chicago remained above export parity. 


International Labour Review, 

November, 1932. IJnemployment in Sweden after the War. A. 
Johansson. World Economic Reconstruction. 0. Cassel. Prob- 
lems of Comil iation and A rbitration . E . K utt re; . Scandinavian 
Employers and Collective Labour Agreements. E. Erichsen. 

December, 1932. International Reduction of Hours of Work. F. 
SlTZLEK. Unemployment Insurance and PuJjlic Assistance, J. L. 
Cohen. The '' Unbroken'^ Working Day. M. Milhaud. Migra- 
Urn ami Depression. E. P. Neale. Scandinavian Employers and 
Collective Labour Agreements {contd.). E. Erichsen, The Econo- 
mic Depression and Public Health. 

January, 1933. The Social Consequences of a Return to Gold : An 
Amlysis of Certain Current Proposals for an Internatimal Monetary 
Star^rd. P. W. Martin and E. J. Riches. The Investment of 
Social Insurant Funds. V. Klumpar. The Conditions of Agri- 
cultural Workers in Poland in 1930-31. J. Gnoinski. An 
International Conference on Migration Statistics. 
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Index (Stockholm). 

November, 1932. Some, aspects of Sweden’s f(yreign trade. 

December, 1932. The World’s Staples. XVI. Lead. II. T. War- 
show and F. E. Wormser. 

January, 1933. The Great ^rade War. 

Revue d’£conomie Politique. ^ 

September, 1932. jf^conomique et statistique. F. Divisia. U6tat an 
secours dea enterprises privies difaillayites. E. James. L’Afrique, 
champ d* expirimentation des formules d’iconomie mixte. R. Hom*- 
HERR. Recherches sur la distribution den denries d’ipicerie pax;, le" 
commerce privi et par les coopiratives. G. Gaussel. 

November, 1932. This number is devoted to the memory of Charles 
Gidb. L’homme ; sa vie, sa personnaliti. A. Daud^-Bancel. 
Uicrivain et Vorateur. E. Dolleans. L’iconomiste. C. Rist. 
L'historien des doctrines. C. Bougl^i. L’iconomiste social. W. 
OuALiD and R. Picard. Le ihioricien de la coopiration. B. 
Lavergne. Le militant coopirateur. E. Poisson. Le pacifiste. 
J. L. PuEOH. Le moraliste. A. Landry. Bibliographic des 
muvres. 

Journal des Economist es. 

November, 1932. Le chaos financier et commercial. E. Payen. La 
crise iconomique en Frame. M. Carsow. 

Schmollers Jahrbuch. 

October, 1932. tJber die Voraussehbarheit geschichtlicher Ereignisse. 
J. Thyssen. liber den Begriff der “ Mittleren ” Seltenheit in den 
** Elements d’ Economic Politique Pure” be.i Leon Walras. 0. 
Weinberger. Schichtung und Aushse der Arbeitskrrifte. E. 
WiLLEKE. Kcmmunalfinanzen und Finanzausgleichsreform. K. 
Jeserich. Die Wirlschaftsgesinnung des MitlelaUcrlichen Zunjt- 
lers. E. Kelter. 

January, 1933. Festgabe fur Werner Sombart zur 70 Wiederkehr 
seines Geburtsiages. 

I. Theorie und Geschickie. E. Rothacher. IJber die Zusam- 

mengehorigkeit wirischaftstheoreiischer und wirtschaftsgeschichtlicher 
Untersuchungen. K. Diehl. Theoretiseke Begriffsbildiing und 
Wirtschaftsgeschichte. 0. von Zwiedineck-Sudenhorst. Die 
allgemeine VcXksunrtschaftslehre als geschichtliche Theorie, A. 
Spiethoff. Die Wandehide Rolle von Unternehmerbild und funk^ 
tion in verschiedsnen Epochen der Wirtschaftsgeschichte uiid die 
TheOrie von Untemehmer und Unternchmnng. F. Bbijok. Die 
Bedeutvng der Agrargeschichte fur die deutsche Volkswirtschafts- 
lehre. C. J. Fuchs. Aussenhandelsthcoric und Handelsgeschichte. 
C. Brinkmann. Stile und Epochen der Finanzwirtschaft. H. 
BAjhtel. Wdthistorische Gesichtspunkte zuden vonnittelalterlichen 
Wirtschaftsepochen. F. HeichelheDi. Uber die geschichtliche 
BedingtheUfder physioIcratisch-klassischenN ationalokon^ie. H. J. 
Seraphim. Die vier Begriffe der Wdtwirtschaft und ihre Problem- 
atik., K. Pribram. " j 

II. Dio Gcstaltung der Wirtschaftsverfassung. 7 Aeorte der 
Wirtschoftsv^fassung. II. Schack. Politische und Wirtschafts- 
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verfassung, H. von Beckbrath. Volkseinhmrnen und tdhi- 
vermdgen in der kapitalistiachen Wirtschaftsverfassung, S. Helan- 
HER. Die DisJcontpolitik in der kapitalistis'^hen WirtacJMf^ver^ 
fassung. A. von IVIuhleneels. Die Wirtachaftsverfassung zwis- 
chenJndividualismus und Kollektivisvms. W. Weddigen. Plan~ 
wirtschafL Rathenaus Forderungen^ Mussolinis Formungen, C. 
Eckert. Wirtachaftsverfassung der Faschismus. E. von Begke- 
Rilta. Die geistesgeschichtliche Bedeutung des italianischen Fas- 
chismus, K. Singer. Die Wirtschaftssystem Sowjetrusslands, P. 
Berkenkopf. 

^ Jahrbiicher fur Nationadokonomie und Statistik. 

November, 1932. Beitrdge zur Lehre von den statistischen Oenichten, 
K. Freudenberg. 

December, 1932. Uber die Nachfrage nach Produktionsmitteln und 
ihre ElastizitdL E. Schneider. Die internationalen Trust und 
Kartdle, R. Michels. 

Zeitschrift fur Nationalokonomie. 

October, 1932. Das Prinzip der knappheit^ technische Kombination 
und okonomische Qualitdt F. Zectiien. Irrtumer in der Zeit 
ala Ursachen wirtschaftlicher Schwankungen. M. Fanno. Die 
allgemeine Inderdependenz der W irtschaftsgrosficn und die Isolie- 
rungsmeihode, 0. Lange. Die gegenwdrtige Stand der reinen 
Theorie der Finanzwissensckaft in Italien, M. Fastant. 

January, 1033. Kin neuer Versuch der Vermessung des Grenznutzens, 
A. Billimovic. Zur Dogmengeschichte des Begriffea einer “ Um- 
laufsgeschwindigkeit der G liter ” und seines V erhdltnisses zur 
Umlaufsgeschivindigkeit des Geldes, A. W. Margbt. Zum Prob- 
lem der teleologischen Theorie der Wirtschaft, K. Englis. 

Archiv filr Sozialwisaenschaft und Sozialpolitik. 

November, 1932. Banken und Bankpolitik in der V. S. in der Krise 
von 1929-1932, R. W. Goldschmidt. Begets Freiheitsidee in 
der Marx' schen Dialektik, W. Falk. Jean Jaures und die 
materialistische Geschichtstheorie, H. Hintze. 

December, 1932. Das Problem der russischen Wirtschafts- und Sozial- 
verfassung. E. Lederer. Gesellschaftliche Gruppen nach Art und 
Grund der Verbundenheit, A. Walther. Lohn und Konjunktur 
vor dem Kriege, M. Mitnitzky. ^ 

January, 1933. Volksvermdgen und Kassenbedarf. J. Marschak. 
Kapital und Kredit in Konjunkturzyklus, L. Lande. Zur okono- 
mischen Struktur und Funktion der Kartellquote, F. Milbner. 

Zeitschrift fur die^ gesamte Staatswissenschaft. 

December, 1932. Uber Verfahrensweisen zur Bestimmung dfs geld- 
lichen Grenznutzens, 0. Weinberger. DefHindel in der Alsatz- 
organisation, F. Redlioh. Steuerpsychologier P. Szbndb. 

January, 1933. Die LeKren der deutschen PreissenJ/hngsaktion, F. 
Zahn. GeschiQhtliche und soziologische Begriindung der berufs- 
stdndischen Sozialordnung. G. Albrecht. Die MS^lichkeiten 
einer Erweiterung des Arbeitsbedarfeb, 0. Conrad. 
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‘ diwiftschajtliches Archiv, 

January, 1933. Die sdkulare Bedeutung der WdtJcrisis. W. Ropkb. 
The crisis opens new chapter, the mark of which will be auton- 
omous economic regions. What is and what is likely to come 
about should' not be confused with what is desirable. The con- 
se^luences of the present contraction of world economy is a mis- 
fortune, 'jvhich can be overcome by good-will, and there^ocd bo 
an end neither of world economy nor of Capitalism. 

Die Reichswirtschzftshonferenz von Ottawa. J. Coatman. The chief 
changes made by the Conference in Empire tariff structures and 
its significance for the world arc shown. There has been a net 
increase in the height of Empire tariffs against foreign countries, 
but a net decrease inside the Empire. The sacrifices made by the 
United Kingdom are great and will probably have to be further 
recompensed by certain Dominions. A survey of all the pro- 
ceedings of the Conference shows reason to believe that the first 
steps have been taken towards an Empire-wide policy of economic 
co-operation. Die Zersplitterung und Wiederergdnzung der Welt- 
wirtschaft. M. Manoilesco. The author defines the unitary and 
centralising character of pre-war world economy and aims to 
show that industrial decentralisation of the world is to-day both 
legitimate and unavoidable. The consequence will be a monetary 
destruction of world economy and a self-supporting isolation of 
each country, contrary to the principle of international distribu- 
tion of production. The various states will become great com- 
mercial units, closely directing international trade. Following 
this destructive process, world economy will be rebuilt by the 
co-operation of the almost self-supporting units, represented by 
each state. Die Znkmift der Eingleiderm^ Ungarns in die Well- 
wirtschaft. W. Heixer. A discussion of the prospects of Hun- 
gary in relation to autonomy, a Danubian Federation, and the 
German and Italian markets. Her foreign trade must depend on 
a change in the trade policies of Europe. Die ivirischaftlichen 
Beziehungen Jugpslawiens und die Probleumtik seiner Ein^liederun^ 
in die Weltwirtkhaft. 0. von Franges. A discussion of the 
foreign trade of Jugo-Slavia, and of its distribution, shows its 
dependence on its immediate neighbours for its exchanges; it 
seeks a good balance by preferential, bilateral, and reciprocal 
agreements. Die Bedeutung wirtschaftlicher Autarkic fur die 
Mustridle Struktur der Vereinigten Staaten. C. S. Tippetts. If 
the United States should adopt a policy of economic isolation, it 
would bring disaster to many important industries. Many others 
- would suffer because a large proportion of their production has 
beCBti exported. Many industries depend upon imported materials. 
It would mean, furthermore, the loss of billions of dollars of 
foreign investments. Isolation would probably make it easier to 
prevent business depressions, but the cost of greater stability 
w&uld be greater than the gains obtained. 

The World Monetary Problem. J. Donaldson. World economic dis- 
order rests fundamentally not on production-consumption, but 
exchange. Practical monetary difficulties, including policies, and 
critical reasoning, including balances of international payments, 
raise i^rious deductive and inductive questions in the classical 
theory of iiffcemational prices and gold. Gold does not behave as 
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predicted. Other alternatives haVlb know|>. faults. The tabular 
standard has a scientific appeal, but lacks feasible technique and 
conditions. Prevention of national, international, commercial 
and financial crises demands improvement and synchronisation 
of monetary systems. The best realistic hope lies in the func- 
" tional growth of the B.I.S., or similar practical machinery, per- 
haps promoted by the coming World Mdnetar/ Conference. Die 
europdische Verflechtung dea amerikaniscKen Aussmihemdda, H. 
Levy. An investigatioh of the development of American foreign 
trade with other continents. After the War, the importance of 
Europe was under-estimated. An attempt was made to exploit 
by credits and propaganda other overseas areas. With the crisis, 
the trade with Europe comes again into the foreground. ZoUtarif 
und Arheitsmarkt in Australien. D. B. Copland. The author 
was a member of the Tariff Committee of 1929, and he discusses 
this question in relation to primary and secondary and manu- 
facturing industries. 


De EconomisU 

September, 1932. Winstdeeling en BedrijfsmedebeziL L H. W. C. 
Bordewijk. On profit-sharing and co-partnership. At the out- 
set the writer discusses Lassalle’s productive associations. In 
Lassalle’s system the State was to provide the whole of the neces- 
sary capital. Lassalle won over Bismarck to his ideas, and his 
scheme was incorporated in the Gotha programme of 1875. A 
cardinal fault in such schemes is the lack of discipline. Turning 
to profit-sharing, in an undertaking which adopts such a scheme 
the place of the worker is changed. On an analysis of the con- 
stituent elements of profits, it is argued that there is no title of 
right to a claim on the part of labour to share in profits. Such 
schemes are therefore based on opportunism, and advocated in 
the interests of industrial peace. Moreover, the system cannot 
be universally applied; there is no place for it in the marginal 
firms. A further objection is that it ought not to bo permissible 
to share in the profits without also sharing in the losses; it is 
suggested that this difficulty might in part bo met by reserving 
part'of the profits destined for the workers to be set against sub- 
sequent losses. Taussig’s reservations are quoted with approval, 
and it is argued that the sphere in which such a system can 
operate is very limited. De Wet der verminderde meeropbrengsten 
ten opzichte van het KapitaaL IL R. Van Gbnechten. The 
second of two articles on the Law of Diminishing Returns, con- 
sidering in detail the application of the Law to Capital, and 
indicating the points of similarity and of difference from the case 
of land as discussed in the previous issue. Landsm^er, J. de 
Vries. An extensive economic analysis of the life of Landsmeer 
(pop. 3,472), a village some miles north of Amsterdam. 

October, 1932. Winstdeeling en Bedrigfj^medeheziU II. H. W. C. 
Bordewijk. The present continuation is concerned with co- 
partnership, to which the socialist movement is more opposed 
than to simple profit-sharing. The objections to profit-sharing 
might not seem to apply here* nevertheless experience brings 
disillusionment. The difficulties and limitations are discussed, 
and it is suggested that there is in iHtich schemes ** something 
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artificial and hybrid.” De mogdijkheid van een meervovdig econo- 
miach IvtnvMd. 1, J. G. Koopmans. A lengthy analysis dis- 
cussing and* elaborating a passage in a recent article by Dr. 
Tinbergen to the effect that closer investigation of the equations 
of equilibrium (of Cassel and Walras) which determine the 
extent of production, the level of prices, ,etc. in a static society, 
shows that there is not one position of equilibrium, but that 
there may bo warious positions of equilibrium. “It is quite 
possible and indeed highly jprobable . . .-that at least tWo 
positions of equilibrium exist, both stable, the one, for example, 
with considerable employment, the other without.” 


NEW BOOKS 
British. 

Alston (L.). The Functions of Money. Macmillan. 8i". Pp. 
139. 65. 

ARKRiaHT (F.). The A B C of Technocracy. Hamish Hamilton. 
Pp. 96. 25. 6d. (cloth), I 5 . 6d. (paper). 

Barou (N.). Co-operative Banking. P. S. King. 8J^. Pp. 350. 
165. 

Blackett (Sir B.). Planned Money. Constable. lY- 
65 . 

Boyazoglu (A. J.). Agricultural Credit. P. S. King. 81'^. Pp. 
267. 165. 

Braithwaite (D.) and Dobbs (S. P.). The Distribution of Con- 
sumable Goods : an economic study. Routlcdgc. SY- Pp- x + 
304. IO 5 . 6d. 

Brayne (F. L.). Socrates persists in India. Oxford University 
Press. 7J”. Pp. 140. 25. 

Chorley (R. S. T.) and Tucker (H. A.). Leading Cases on Mer- 
cantile Law (being a companion volume to Stevens’ Mercantile Law). 
Butterworth. SY- Pp. 277. 95. 

Connor (L. R.)’. Statistics in Theory and Practice. Pitman. 
8|". Pp. 371. 125. 6d. 

Coyajeb (Sir J. C.). India and the League of Nations. Waltair ; 
Andhra University. 9|^ Pp. 239. 6s. 

Dawbarn (C. Y. C.). Progress and Prosperity. Longmans, 
Green, Pp. 302. Is. Od. 

Eggleston (F. W.). State Socialism in Victoria. P. S. King. 
8i^ Pp. 346. 165., 

Evitt (H. E.). An Introduction to the Practice of Foreign 
Exchange. Ktman. SY^ Pp- 102. 35. 6d. 

Fay (C. R.). The Com Laws and Social England. Cambridge 
University Press. SY> 223. IO 5 . 6d. 

George (H.). The Sciepce of Political Economy. New edition. 
Henry George Foundation. 7J”. Pp. 433. 25. 6d. 
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Ghosh (D.). The Ottawa Agreement : a study in Imperial 
Preference. Bombay : Bombay Book Depot. 9^". 73. Re. 

1 . 8 . 

GLiicKSTADif (H.). Theory of the Credit Standard. P. 8^. King. 
Pp. 345. 155. 

Gregory (T. E.). 'The Gold Standard and its Future. “ 2nd ed.* 
Methuen. Pp. 115. 35. 6d. 

* Gkondona (L. St. C.). Britons in Partnership : a programme for 
the rational development of the British Empire. Lovait Diekson, 
Ltd. 8J^ Pp. 188. 35. 6^?. 

Hatch (D. S.). Up from Poverty in Rural India. Oxford Uni- 
versity Press. 7 J'". Pp. 208. * 

Lippmann (W.). Interpretations, 1931-32. Selected and edited 
by Allan Ncvins. Allen and Unwin. 8''. Pp. 361. 105.6^. 

London School of Economics. A London Bibliography of the 
Social Sciences, Vol. IV. Author index, Periodicals list, Tables, etc. 
TheL.S.E. 10^ Pp. xvi+ 983. 

Melchett (Lord). Modern Money : a treatise on the reform of 
the theory and practice of political economy. MartiA Seeker. 8|''. 
Pp. 278. 105 . M. 

Mlynarski (F.). Credit and Peace : a way out of the crisis. 
Allen and Unwin. 7|". Pp. 92. 55. 

Nep (J. U.). The Rise of the British Coal Industry. Routledge. 
9i". 2vols. 425. 

New Survey of London Life and Labour. Vol. III. Survey of 
Social Conditions : (1) The Eastern Area (Text). 475 pp. Vol. IV. 
Social Survey : (1) Eastern Area. 7 maps. P. S. King. 8J^. 2 
vols. 175. 6d. each vol. 

PiGOU (A. C.). The Economics of Welfare. 4th ed. Macmillan. 
". Pp. xxxi + 837. 305. 

Pitt-Rivers (G. H. L. F.) (Ed.). Problems of Population ; being 
the report of the Proceedings of the Second General Assembly of the 
International Union for the Scientific Investigation of Population 
Problems. AUen and Unwin. Pp. 378. 155. 

Power (E.) and Postan (M. M.) (Eds.). Studies in English Trade 
in the Fifteenth Century. Routledge. 9J^ Pp. 435. 21s. 

Royal Institute of International Affairs. World Agriculture ; 
an international survey. Oxford University Press. 9^". Pp. 314. 
125. 6d. 

Smart (R. C.). Britain’s Peril. London General Press. 8J''. 
Pp. 112. 35. 6d. 

Stephenson (J.) and Branton (N.). Economics of Banking, 
Trade and Finance. Pitman. 8J". Pp. 372. ^ 7s. 6d. 

Taussig (F. W.). Wages and Capital. London School of Eco- 
nomics (Scries of reprints of scarce tracts, No. 13). 8^'. Pp. 329^ 

Tawnby (R. H.). Land and Labour in China. Allen and Unwin. 
8J^ Pp. 207. 75 . 6d. 

Treharnb (R. F.). The Baronial Plan of Reform, 1268-63. 
Manchester University Press. 8J^. Pp. xv + 448. 175. M, " 
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Tutorial Press. Pp. 295. 65 . 6 d. 

WiCKSTEBD (P. H.). The Common Sense of Political Economy, 
and selected papers and reviews on Economic Theory. Edited with 
an introduction by Lionel Robbins. Routledge. 8J". Vol. I. 
8«. 6d.; Vol. IL Us.ed. 
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Htjntington-Wilson (F. M.). Money and the Price Level. New 
York and London : The Century Co. lY* ^P- 221, $2. 

Kuczynski (R. R.). Fertility and Reproduction : methods of 
measuring the balance of births and deaths. New York : The Falcon 
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Mills (F. C.). Economic Tendencies in the United States : 
aspects of pre-War and post-War changes. Now York : National 
Bureau of Economic Research. 9^. Pp. 639. $5. 

Saunders (S. A.). The Economic Welfare of the Maritime Pro- 
vinces. Wolfville, Nova Scotia : Acadia University. 9". Pp. 160. 

Sinclair (H. M.). The Principles of International Trade. New 
York and London : Macmillan. ^^2. 155. 

Timoshenko (V. P.), Agricultural Russia and the Wheat Problem. 
Stanford University, California : Food Research Institute, Pp. 

571. $4. 


French. 

Glesinoeb (Egon). Le bois on Europe, origines et ^tudo de la 
crise actuelle. Paris : R. Sirey. 10". Pp. 734. 80/r. 
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Eokebt (C.). Alter und neuor Imperialismus. Jena : 6. Fischer. 
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BRITISH OVERSEAS INVESTMENTS IN 1931 

The aim of the following paper, the fifth of a scries of annual 
surveys of British Overseas Investments, begun in 1028, is to set 
forth the results of a study of the position in 193 1,^ and to discuss 
such changes as have emerged in comparison with the preceding 
year. 

As on an earlier occasion, provisional figures are submitted 
for 1932 — in anticijiation of the detailed scrutiny of the full data 
now becoming available — in order to bring the general conclusions 
arrived at into closer relation with the realities and implications of 
our present economic position. 

In the belief that this may prove a desirable addition, an 
attempt has been included for the first time in the following pages 
to analyse and present in tabular form the geographical distribu- 
tion of the main body of foreign investments which forms the 
subject of this study. 

The procedure followed in conducting this investigation has 
remained substantially the same as in previous years, ^ while at 
the same time it lias been possible to eliminate some sources of 
possible error and to supplcmcn? the available data in certain 
respects. The results obtcained and the accuracy that may be 
claimed for them are only rendered possible, iiowever, by the 
authentic information placed at my disposal by the Banks and 
Issuing Houses of London and by a great number of commercial 
and industrial Companies, both in the United Kingdom and 
abroad, and I am happy to have this opportunity of making due 
acknowledgment of their courtesy and valuable assistance. 

As in previous inquiries, the securities examined include : 

1. The bonds and stocks of Colonial and Foreign Governments 
and Municipalities, interest payments on which are 
made in London. 

' Th© rGader, if infcorostod to oorapjiro tlio results for 19.11 n<s now ascertainotl 
with tho provisional ostimat.o oaaaycd last year, may be referred to the Economic 
Journal, June 1932, p. 192. 

• See Economic Journal, June 1932 and September 1931. 

No. 170. — VOL. XLTII. 
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2. Securities of all British companies, classified in the Stock 

Exchange Intelligence, operating abroad and registered 
in the United Kingdom. 

3. Securities of Foreign and Colonial companies registered 

and operating abroad in which dealings are permitted 
on the Stock Exchanges of the United Kingdom. 

This detailed analysis, although covering the main field of 
British investments overseas, is incomplete in so far as it omits 
from consideration a body of foreign securities held here but not 
dealt in in the British markets, other individual investments in 
private companies and firms and other property, and the oversea 
activities of a number of British companies whose main assets 
are situated in the United Kingdom. As on previous occasions, 
however, an attempt is made to include an estimate covering 
these forms of investment in the final totals. 

Group I. 

Colonial and Foreign Government and Municipal Stocks and 

Bonds ^ 

The following table, which shows the proportion of interest 
paid in London, tax deducted, in respect of the bonds of foreign 
and Dominion Governments and Municipalities, reveals that the 
amount held abroad is surprisingly high. 

Table I 


Ty])0 of Security. 

1930. 

1931. 

Dominion and Provincial (jovernment 


88-8% 

Dominion and (yolonial Municipalities 

91-9 

89-8 

Foreign (lovernmcnts 

65-9 

54-2 

Foreign ]Miinicipalitios 

740 

74-7 


In considering the af)ove percentages it should be borne in 
mind that they relate not only to sterling issues made in London, 
but also to the not inconsiderable amount of sterling tranches 
placed abroad. This latter consideration does not, however, 
destroy the conclusion that during 1931, owing to the rapid and 
widespread fall in prices in the Foreign Bond market, Foreign 
and Colonial nationals repurchased some of the issues floated 
by their Governments on the London market. 

^ Tlie inothod applied to this group of socuritios has been discussed in previous 
articles in the Economic Jouunaj^ and in detail in the June issue of 1930. The 
proportion of tho interest paid in London, tax deducted, indicates the British 
holding in this class of investment. 
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Table II 
(£000’8.) 


Type of 

Capital. 

Income. j 

Repayment. 

Security. 

1930. 

1931. 1 

1 

1930. 

1931. 

1930. 

1931. 

Colonial Govern- 
ments . 

085,532 

1,014,826 

42,490 

44,145 

8,288 

2,568 

Colonial Munici- 
palities . 

94,9(55 

88,620 

4,388 

4,260 

1,531 

2,939 

Foreign Oovern- 
ments . 

320,112 

301,875 

1.5,793 

1.5,715 

9,032 

10,139 

Foreign Munici- 
palities . 

36,730 

35.562 

1,995 

1,800 

830 

621 

Total . 

1,437,330 

1 

1,440.883 

64,666 

65.920 

19,681 

16,267 


British money invested in new issues of Colonial and Foreign 
bonds in 1931, less repayment to British nationals through the 
operation of sinking fund and maturities, amounted to nearly 
£10 million. Nevertheless, it will be seen that the total amount 
of British capital outstanding did not increase to the same extent, 
thus affording some (jonfirmation of the conclusion arrived at 
above regarding repurchases by Foreign nationals. Among 
Foreign bonds only, the heavy annual repayment through the 
operation of sinking funds combined with the gradual repurchase 
by foreigners has been responsible for a further reduction of £19 
million during 1931 in British capital invested in these bonds. 
The following figures illustrate the changes that have taken place 
in the British holdings of Empire and Foreign loans. 

TablH III 

British Capital invested in Empire and Foreign Loans. 

(£{)00,000's.) 


JKin]>ire. Furoign, Total. 


1928 

1,035-9 

364-5 

1,400-4 

1929 

1,061-4 

351-0 

1,412-4 

1930 

1,080-5 

;j56-8 

1,437-3 

1931 

1,103-5 

337-4 

1,440-9 


Therefore between December 192S and December 1931, 
British holdings of Dominion loans increased by £68 million, 
whilst holdings of Foreign loans declined by £27 million, and 
amounted to only 23 per cent, of the aggregate at December 1931. 

In spite of defaults on some Foreign bonds during 1931,. 
income from Colonial and Foreign bonds (as showTi in Table IT) 
increased during that year by £1^ million. This is explained by 

o2 
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the fact that during 1930 a number of important issues were 
floated in London on which a full year’s interest was not due 
until the succeeding year. Further, although moratoria were 
declared in 1931 by several South American countries, effective 
default on a full year’s coupons did not take place until 1932. Of 
a total service of £14,457,000 in default in 1932 in respect of the 
above loans, the loss sustained by British investors amounted to 
£8,140,000, of which £3,095,000 was in respect of sinking fund 
payments. 

Service in Default in 1932. 

Europe ...... £2,109,000 

Latin America 12,212,000 

China 136,000 

It will be noted that, in spite of financial and economic diffi- 
culties on the Continent, the extent of European default is sur- 
prisingly small, having regard to the fact that British investments 
in the bonds of European Govomments and Municipalities con- 
stitute well over one-third of the total British capital invested in 
this class of security. 

Repayments in 1931 amounted only to £10*3 million as 
compared with £19*7 million in 19.30 and £30*4 million in 1929. 
These wide fluctuations from year to year in this item are inevit- 
able, however, as repayments naturally vary in accordance with 
the loans which happen to mature and arc actually repaid in the 
course of any one year. These maturities were over £16 million 
in 1929, but were negligible in 1931. Repayments in 1932, which 
included two large Indian loans, may be provisionally estimated 
at £34 million, after deducting some £3 million in respect of 
suspended sinking funds. 

British Commercial Capital Abroad 

It is convenient for purposes of analysis to divide this body 
of investment into two parts, one part comprising the securities 
of British companies operating abroad, i,e, companies registered 
in the United Kingdom; the second part consisting of British 
investment in foreign and colonial companies.^ 

^ Roughly, 3,000 companies have como under tiio purview of this investiga- 
tion, and British lioldings have boen assessed by inenns of samples averaging 
50 per cent, of the total capital involved. These samples are not identical in all 
respects with those used in previous inquiries, and consequently completely 
accurate comparisons with previous years cannot bo made, particularly when 
changes are inconsiderable. For a full discussion of the method used and of 
its limitations in respect of bearer securities, nominee holdings, etc., the reader 
may be referred to the article on British Overseas Investments in the Economic 
J oxTBNAL of September 1931. 
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Group II. 

British C(m'panies Operating Abroad, 

For the purpose of this investigation a company is taken to be 
operating abroad if its plant and equipment are in the main 
situated abroad. A number of companies, however, particularly 
among those classed under “ Commercial and Industrial,*’ carry 
on extensive business both at home and abroad. The larger 
companies of this nature have been covered by these inquiries, 
but no attempt has been made to estimate in detail the oversea 
assets of minor British companies.^ 

It has to be borne in mind, in a study of the tables given below, 
that dividends distributed on account of share capital, and 
interest paid on debentures, may not even approximately represent 
the effective remittances or the total earnings abroad of British 
companies operating overseas. For these receipts include 
remittances in respect of head office expenses and directors* 
salaries, and net earnings must take account of sums placed to 
reserve out of profits or drawn from reserves to meet deficiencies. 
Since 1929, in which year net profits were frequently in excess of 
distributed dividends, the margin has shrunk considerably, and 
owing to losses suffered by important groups of companies, 
particularly Rubber companies, it may be doubted whether net 
earnings exceeded dividends declared for 1931. Similarly for 
1932, it is probable that on balance dividend payments were 
somewhat in excess of net earnings. 

The total nominal British capital invested in these securities 
tends to remain very stable in Jhe absence of new issues or the 
flotation of new companies. Purchases and sales, although 
extensive, mainly result in transfers of securities between holders 
in the United Kingdom, the high rate of British income tax acting 
as a strong deterrent to foreigners to the purchase of shares and 
bonds of British properties situated in tlieir countries.^ 

1 In tlie ease of shipping, account has been taken only of those companies 
whoso trado is conducted almost wholly in foreign waters. It is, of course, true 
that of tlio earnings of the vast sliipping trado between the U.K. and the rest of 
the world a considerable proportion is derived from abroad ; this income, how- 
ever, is more appropriately viewed as payment for the export of shipping services. 

* The investment in Mines increased from £72 million to £84 million as a 
result of now issues floated in J !1.‘H . The decline among Nitrates from £8‘4 million 
to £6*1 million was duo to the absorjition of a numhor of British eiunpanics by 
Oosacb, tins company being registereil abroad. Commercial and Industrial 
increased by £3*3 million owing to now issiie.s. l^lsewbere ileclines among Oil. 
Rubber, Tea, etc., were due to the writing down ol capital. 
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Table IV 

Nominal amount of British Capital outstanding invested in British 
Companies operating abroad, the Income derived and the 
amount repaid. 

(£ 000 * 8 .) 



Share Capital. 

Loan Capital. 

Nominal 

Amount. 

Divi- 

dends. 

Nominal 

Amount. 

Inter- 

est. 

Repay- 

ment. 



1930. 



Dominion and Colonial Rails 

1,3S1 1 

27 

26,927 

1,416 

52 

Indian Rails 

20,991 

2,062 

42,867 

1,612 

5,050 

Indian Rail Annuities . 

— 

— 

25,816 

1,284 

1,126 

American Rails . 

800 

37 

800 

32 

— 

Foreign Rails 

220,202 

10,267 

170,589 

7,152 

447 

Banka and Discount Com- 






panioB .... 

26,591 

3,431 

— 

— 

— 

)lroweries .... 

4,755 

329 

835 

40 

— 

Canals anti Docks 

1,377 

— 

2,237 

103 

7 

Commercial and Industrial . 

62,249 

3,699 

20,638 

1,049 

627 

Electric Light anti Power 

7,905 

569 

6,112 

393 

65 

Financial, Land and Invest- 






ment .... 

85,604 

4,230 

26.162 

1,056 

386 

Gas ..... 

8,812 

1,017 

2,150 

89 

236 

Iron, Coal and Steel 

8,018 

474 

2,284 

105 

40 

Mines .... 

66,023 

4,731 

5,731 

257 

63 

Nitrates .... 

5,969 

262 

2,440 

122 

308 

Oil 

1 12,010 

16,997 

14, .347 

707 

606 

Rubber .... 

84,245 

4,465 

5,849 

368 

73 

Shipping .^ . . . 

15,154 

720 

6,856 

372 

188 

Tea and Coftoo 

39,542 

2,907 

2,561 

135 

24 

Telegraphs and Toloiihoncs . 

23,940 

2,041 

4,560 

265 

38 

Tramways and Omnibus 

14,948 

382 

18,860 

836 

225 

Waterworks 

4,606 

339 

2,021 

107 

115 

Total 

815,122 

58,966 

.389,642 

17,500 

9,555 


4 

1931. 



Dominion and Colonial Rails 

1,503 1 

54 

27,312 

1,448 1 

31 

Indian Rails 

20,871 i 

1,768 

43,171 

1,583 

[ 95 

Indian Rail Annuities . 

— 


25,579 

1,272 

1,156 

American Rails . 

800 

37 

800 

32 


Foreign Rails 

221,191 

4,004 

173,539 

.5,819 

148 

Banks and Dist;ouiit Com- 






panies .... 

26,339 

3,300 

— 

— 

— 

Breweries . 

4,739 1 

320 

8.35 

38 

— 

Canals and Do(;ks . . ' 

1,377 

— 

2,222 

115 

16 

Commercial and Industrial . 

65,61 1 

1,924 

20,583 

712 

478 

Electric Light anil Power 

7,758 ^ 

608 

6,841 

316 

153 

Financial, Land and Invest- 






ment .... 

85,925 

2,322 

27,287 

1,114 

394 

Gas ..... 

8,964 

1,002 

1,318 

61 

37 

Iron, Coal and Steel 

7,609 

urn 

2,130 

87 

163 

Mines .... 

72,565 

1,864 

11,804 

584 

64 

Nitrates .... 

3,372 

— 

1,747 

105 

200 

Oil 

107,514 

11,300 

12,H62 

639 

466 

Rubber .... 

81,951 

218 

5,685 

167 

60 

Shipping .... 

12,050 

482 

6,312 

313 

308 

Tea and Coffee . 

38,610 

1,735 

2,642 

122 

20 

Telegraphs and Telephones . 

23,948 

1,657 

4,349 

190 

61 

Tramways and Omnibus 

1,5,512 

296 

18,060 

612 

860 

Waterworks 

4,521 

203 

1,911 

102 

216 

Total 

812,820 

33,296 

397,485 

15,451 

4,900 
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Summary 

(£ 000 * 8 .) 



1930. 

1931. 

Dividends on Share Capital . 

Interest on Loan Capital 

58.960 

17,500 

33,296 

15,451 

76,406 

48,747 


The decline in dividends from £59-0 million in 1930 to £33-3 
million in 1931 reflects the accentuation of the depression that 
took place during the year.^ The following figures show the 
movement for the four-year period, 1929-32 : 


Dividends. 



Amount 

(£000's). 

Per cent. 

1929 .... 

67,674 

S-4 

1930 .... 

58,966 

7*1 

1931 .... 

33,296 

41 

1032 (provisional estimate) 

27,300 

3'4 


It should be remembered, however, that a part of the decline 
in dividends remitted is duo to exchange restrictions, especially 
in South America, where a substantial sum of service money has 
accumulated and would be transferred if exchange conditions 
permitted. 

In addition to the heavy fall in dividends in 1931, interest on 
loan capital (as shown above) declined by £2 million, the average 
rate of interest on the total outstanding falling from 4*5 per cent, 
to 3*9 per cent, owing to default, particularly among Foreign 
Railways. Repayments fell from £9-6 million in 1930 to only 
£4*9 million in 1931 owing to the absence of maturities and to the 
suspension of sinking funds in some instances during the latter 
year. 

Group III. 

Foreign and Colonial Companies (registered abroad). 

The securities examined under this heading are extremely 
diverse in character, and the type of company to which they 
belong varies from the company which is virtually British owned 
and controlled to the company in which British interests are 

^ In important sections of the above table dividends declined between, 1930 
and 1931 as follows : Foreign Rails 4*7 to 1*8 per cent. ; Commercial and Indus- 
trial 6-9 to 2-9 per cent.; Mines 7-2 to 2-6 per cent.; Land and Investment 4-9 
to 2*7 per cent. ; Rubber 6*3 to 0*2 per cent. ; Oil 16-2 to 10-6 per cent. 
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insignificant. They also relate to large numbers of companies 
whose shares and bonds are traded in internationally, as, for 
example, South African Mines, American Railways and Public 
Utilities, Canadian Power Companies, etc. Consequently pur- 
chases and sales between holders in the United Kingdom and 
abroad more readily afTcct the volume of British capital invested 
in these securities than in the securities of registered British 
companies operating overseas, which have i)ractically no market 
outside the United Kingdom. 

The total nominal amount of British capital invested in these 
securities appears to have declined from £782 million at December 
1930 to £759 million at December 1931, but it does not follow 
that the whole of this decline was due to repatriation of capital. 
Other important factors were the winding up of insolvent enter- 
prises, the writing down of capital accompanying financial 
reorganisation and the loss in market value of shares of no par 
value. ^ There is little evidence to show that repatriation in 
regard to these securities took place on a large scale during 1931, 
but it should be remembered that the body of investments 
examined above comprises mainly securities which are dealt in 
on the London Stock Exchange. Iliere is also a large amount of 
investment in foreign securities not dealt in on the London market, 
and these investments have not been examined in detail. There 
is evidence to show that some of these securities were sold late in 
1931, advantage being taken of the gold premium caused by 
Britain’s abandonment of the Gold Standard. Further reference 
to this fact is made later on. 


Summary 

(£000’a.) 



1930. 

1931. 

Dividends on »Share Gapitiil 

Interest on Loan (’a])ital 

1 31,09.3 

19,350 

22,054 

18,192 

51,043 

40,840 


^ In tho case ol’ sceuritios of no par value there is no method of arriving at 
a figuro corrospomliiig to nominal valuo. Those shares have consequently been 
iru liided at tho valuos in tho balance shoots. Tho reduction in British holdings 
of sliaro caintal from £28 million to £13 million in tlio iron, Coal and Steel 
section is due both to this factor and to the financial reorganisation of a group of 
Canadian coinj)anios in whit li British interests wore substantial. Tho estimates 
of share capital for Foreign Rails, Gas and Waterworks show a decline from 
£40 lailliun in 1030 to £32 million in 1931, duo largely to the loss sustained by 
shares of no par valuo. 
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Table V 

Nominal amount of British Capital invested in Foreign and Colonial 
Companies, the Income derived and the amount repaid, 
(£ 000 * 8 .) 



Share Capital. 

Loan Capital. 


Nominal 

Amount. 

Divi- 

dends. 

Nominal 

Amount. 

Inter- 

est. 

Kej)ay- 

ment. 



1030. 



Dominion and Colonial Kails 

57,024 

4,{>26 

160,516 

6,531 

3,344 

American Kails . 

\i,rm 

1,092 

12,037 

511 

150 

Foreign Kails ^ . 

? 

V 

69,389 

3,508 

935 

Banks and Disi ount Com- 
panies .... 

25,990 

2,115 

18,631 

1,175 

313 

Breweries .... 

1,266 

— 

28 

1 

— 

Canals and Docks 

1,616 

1,471 

2,473 

21 

1 

(!Joinmercial and Industrial . 

73,788 

7,003 

24,807 

1,875 

780 

Electric TagUting and Power . 

1 1 ,042 

750 

31,483 

1,754 

015 

Financial, Laml and Invest- 
ment .... 

24,005 

052 

27,962 

1,536 

760 

Oas 1 

? 

V 



— 

Iron, Coal and Steel 

28,237 

1,425 

8,748 

536 

182 

Mines .... 

70, .558 

7,330 

3, .561 

202 

223 

Nitrates .... 

— 


3,125 

210 

144 

Oil 

21,520 

999 

— 

— 

207 

Shipping .... 

1,183 

231 

1,037 

145 

1,305 

Telegraphs and Teloplioiavs . 

4,781 

342 

14,030 

050 

304 

Tramways .... 

9,500 

.501 

11,831 

508 

125 

Waterworks * . . . 

? 

? 

I, sot 

88 

— 

T(»tal 

351,008 

29,146 

301,471 

10,350 

0,097 

Colonial Kails 

(50,050 I 

10 

3,543 

11. 

160,848 

6,550 1 

240 

American Kails . 

17,085 I 

1,014 

0,527 

412 1 

165 

Foreign Kails ^ . 

V 

7 

65.380 

3,006 

974 

Banks and Discount Com- 
panies .... 

27,263 1 

1,837 

18,012 

1,158 

282 

Breweries .... 

1,266 


28 

1 

— 

C'anals and Docks 

1,616 

1,539 

2,401 

22 

— 

Commercial and Industrial . 

70,2.35 

.5,115 

25,2.50 

1,600 

799 

Electric Lighting and Power. 

13,297 

956 

32,102 

1,701 

1,007 

Financial, Land and Invest- 
ment .... 

24,555 

656 

25,080 

1,370 

485 

(las ^ . 

V 

y 

.300 

22 

— 

Iron, (V)al and Steel 

1 13,048 

560 

8,858 

474 

161 

.Mines .... 

: 6S,236 

4,008 

4,134 

273 

241 

Nitrates .... 

2,907 


5.045 

271 

241 

Oil 

24,,500 

i 566 

— 


204 

Shipping .... 

5,359 

i 298 ! 

811 

51 

42 

T'elegraphs and Telcplunic.-; . 
TVamways .... 

.5,871 

1 422 1 

12,406 

570 

406 

0,500 

i 501 

11,520 

531 

158 

Waterworks ^ . . . 

; V 

V 

1 

1,773 

81 

— 

Total 

1 345,778 

1 21.015 

! 1 

383,754 

18,102 

5,585 


^ In the three sections for which pre<‘isc estimates are not obtainable, rougli 
approximations for 1030 wore £30,965,000 Share Capital and £2,547,000 Divi- 
dends, increasing the totals to £391,063,000 Share Capital and £31,693,000 
Dividends. Tlio corresijonding figures for 1931 are £29,734,000 Share Capital 
and £1,639,000 Dividends, increasing the totals to £375,512,000 Share Capital 
and £22,654,000 Dividends. 
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It will be noted that the decline in dividends ^ from £31*7 
million to £22*7 million is not as heavy as the decline occurring 
among the British companies already examined. Some relief, 
it is true, was afforded by the gold premium included in dividend 
payments made in the last quarter of 1931, but it should be 
observed that Rubber and Tea companies, which were responsible 
for large losses in dividends during 1931, do not figure in the above 
table, British interests in foreign Rubber and Tea companies being 
negligible. 

The decline in dividends during the four-year period 1929-32 
is shown by the following figures of dividends distributed and the 
rate per cent, paid on the corresponding capital. 


(£000,000’a.) 



Amount. 

Per cent. 

1929 

420 

9*6 

1930 

1 31*7 

81 

1931 

22*7 

60 

1932 (provisional estimate) 

1 18-5 

4*9 


It is interesting to note that the average rate of dividends over 
each of the above years is greater on these securities than on the 
shares of British companies operating abroad for the corre- 
sponding year (see p. 193). 

To some extent this extra yield may be regarded as a recom- 
pense for the greater skill and knowledge required in the selection 
of securities for investment in this group. Dividend payments 
in 1932 are tentatively estimated at £18*5 million, a decline of 
only £4*2 million on the preceAng year. The decline would, of 
course, have been much greater in the absence of the premium 
on gold. The gold premium has been even more effective in 
preventing a decline in sterling income from loan capital in this 
group. 

Hritisli Jncoino from 
Loan Capital. 

1929 £19-7 million 

1930 19-4 .. 

1931 18-2 „ 

1932 (provisional estimate) . . 19*7 ,, 

Thus in spite of some degree of default it is estimated that the 
appreciation of gold in terms of sterling resulted in an increase of 

^ In individual sections of the above table the largest declines were Mines, 
£3'3 million; Commercial and Industrial, £1*0 million; Colonial Kails, £1*4 
million. Dividend payments were increased in the case of Electric Lighting and 
Canals and Docks, the latter dividends being in respect of British Government 
holdings of Suez Canal shares. 
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£1| million in 1932 in the income from British capital invested in 
the bonds of foreign and colonial companies. 

We are now in a position to summarise the results so far 
obtained in the following table : 

Table VI 

Nominal amount of British Capital Overseas outstanding, invested 
in certain classes of securities, the Income derived ami the 
amount repaid. 

(£000*s.) 


Capital. Inooine. 


Repay- 

ment. 


1929. 


Foreign and Colonial Covornments and 
Municipalities ..... 
British Companies (rogistorod in U.K.) 
Foreign and Colonial Companies (regis- 
iorod abroad) ..... 

1,412,12.5 

ljKt),Sll 

K3S,78S 

64,661 1 

8.5,983 1 

61,721 I 

30,425 

8,488 

9, .593 

Total 

3,4.38,024 

212,306 

48,506 

13. 1930. 



Foreign and Colonial Governments and 
Municipalities . 

British Comi)anie8 (registered in l\K.) 
Foreign and ('olonial Companies (regis- 
tered abroad) . . . . . 

1,437,33!) 

1,204,764 

782,634 

64,666 

76,466 

51,043 

19,681 

9,555 

9,697 

Total ..... 

i 3,424.037 1 

192,175 

38,933 

C. 19.31. 



Foreign and Colonial Governments and 
Municipalities ..... 
British Companies (registered in U.K.) 
Foreign and Colonial I'ompanies (ro)#s- 
tered abroad) ..... 

1,440,883 

1,210,305 

759,266 

65,920 

48,747 

40,846 ' 

16,267 

4,900 

5,585 

Total 

3,410,454 

1.55,513 

26,752 


As stated at the outset of this article, the above results deal 
with British nominal capital outstanding in Foreign and Colonial 
bonds, the securities of British Companies operating abroad, and 
the securities of foreign and colonial companies, dealings in which 
are permitted in the United Kingdom. The rate of income on 
this body of capital declined from 6* 17 per cent, in 1929 to 5*61 
per cent, in 1930 and to 4-56 per cent, in 1931. This decline 
would, of course, have been much more pronounced were it not 
for the fact that almost two-thirds of these oversea investments 
are in fixed interest-bearing securities (excluding fixed interest 
Preference stock). Thus in spite of some defaults during 1931, 
interest payments declined only slightly from £103 million in 
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1929 to £100 million in 1931, while dividends on ordinary and 
preference capital fell from £110 million in 1929 to £56 million 
in 1931. 

In the surveys for 1929 and 1930 a figure of £300 million was 
taken to cover British holdings in foreign securities not dealt in 
in the U.K. and other forms of British investment not examined 
in detail. Analysis of the holdings of Investment Trusts and 
Insurance Companies which contribute largely to this figure 
indicates that in spite of some selling by such institutions late 
in 1931 the total volume of these securities did not suffer a con- 
siderable decline. In this respect it is worth noting that the 
funds available for investment by Insurance Companies, and the 
capital subscribed to Investment Trusts, are continually increas- 
ing notwithstanding economic de 2 )ression, and that new outlets 
for investment were considerably n^stricted during 1931. Allow- 
ing for these factors, a net decline of more than £10 million in the 
above figure seems improbable and the figure of £290 million has 
been adopted to cover the balance of British Oversea Investments. 
The nominal amount of British capital for 1931 is thus increased 
to £3,700 million, yielding £169 million income.^ The correspond- 
ing figures for 1930 were £3,724 million cai)ital, yielding £209 
million income. The next table indicates the decline in income 
from British overseas investments in the four-year i)criod 1929-32, 
the figures for 1932 being provisional only : 


Table VII 


Income from British Oversms Investments, 1 929-32. ^ 

{£0()()\s.) 


Foreign and Colonial Governments 
and Municipalitio.s 
British (’ompanioa (registered in 
XJ.K.) . . . . . 

Foreign and Colonial Companies 
(registereil abroad) 

Other Invoatrnonta not eovere<l by 
above 

Total .... 


1929. 

1930. 

1931. 

1932. 

(>4,001 

04,000 

(>5,920 

00,000 

85,983 

70,400 

48,747 

42,500 

01,721 

51,043 

40,810 

38,200 

18.510 

10.830 

13,224 

11,900 

230,875 

209,005 

' 108,737 I 

162,000 


The forecast of £152*6 million for 1932 is based on British 

^ Tho average rate of income derived from the £290 million British capital 
representing securities not quoted in tho U.K. and other private investments 
is assumed to be tho same as that accruing from tho main body of investment 
examined in detail. 

• The figures for 1932 are provisional. 
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capital outstanding at December 1931, but takes into account 
changes in sterling income due to abandonment of the Gold 
Standard. It is largely in consideration of this factor that the 
decline provisionally estimated for 1932 was only £16 million as 
compared with the £40 million decline in 1931 ; and an even 
smaller decline might have been assumed but for the impact of 
widespread restrictions on the remittance of funds from foreign 
countries during 1932. 

The prospect for 1933 seems even less unfavourable. The 
default on Foreign bonds that occurred in 1932 has largely been 
checked and negotiations have been opened in many instances 
for the payment of interest in arrears. The beneficial effect of 
the premium on gold continues in the current year and has been 
reinforced by South Africa’s abandonment of the Gold Standard 
late in 1932, resulting in a large increase in gold-mining profits. 
Finally, there are indications that the downward trend in trade 
and net earnings is less marked, while efforts are now being made 
to lessen the effect of exchange restrictions and to bring about 
reductions in tariffs. These considerations indicate that on 
balance a further substantial reduction in the current year in 
our income from overseas investnumts is unlikely. 

GEOGRArUTCAf. DISTRIBUTION OV BrITISK OVERSEAS 
Investments at December 1030 

The following analysis deals with nominal British capital 
invested overseas amounting to £3,180 million, being confined 
entirely to securities in which dealings arc permitted on the 
various stock exchanges of tliefUnited Kingdom. This consti- 
tutes 85 per cent, of the total British overseas investment at 
December 1930. The balance, some £540 million, not included 
in this analysis, consists of private investments and securities 
not dealt in in the United Kingdom, as well as the overseas assets 
of a number of British companies wliosc activities are spread 
throughout the globe. A geographical analysis of the nominal 
capital corresponding to these overseas assets cannot readily be 
attempted.^ 

The bonds of Governments and companies that have defaulted 
for many years and the assets of a large number of oil and other 
companies expropriated by Soviet Russia have been excluded. 

‘ Tho £640 million not included in this geographical analysis are roughly 
distributed as follows: Dominions £200 million; United States £120 million; 
South America £130 million; Europe £60 million. It is hoped that a more 
accurate and detailed geographical analysis of this body of investment will be 
possible at a later period. 
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Table VIII 

Geographical distribviion of £3,186 million British Capital Overseas 
outstanding at December 1930. 


(£ 000 , 000 ’ 8 .) 

Dominions. 


Australasia 



. £494 

India and Ceylon 



. 468 

Canada .... 



446 

South Africa 



. 224 

New Zealand 



12.3 

Malaya ^ ... 



108 

British W. Africa 



46 

West Indies 



40 

Other British Colonies 



48 

Total Dominions 

Foreign Countries. 

• 

. £1,987 

Europe ® ... 



. £246 

Argentine 



. 360 

Brazil .... 



151 

Chile . . . 



49 

Rost of South AiiUM'ica 



83 

Mexico ® and Central America 



50 

United States ® 



81 

Japan .... 



63 

China .... 



40 

Other Asiatic (‘ountries 



47 

Non-British Africa ® 



29 

Total Foreign Countries 

• 


£1,198 


Although the above figures as a whole cover 85 per cent, of 
British capital invested abroad, the percentage covered in the 
case of individual countries varies considerably. For example, 
while the above figures for Australia and New Zealand may be 
assumed to cover nearly the whole of our investments in these 
Dominions, the ascertained percentage is only about 40 per cent, 
for the United States, and probably less than 80 per cent, for 
the Argentine ® and Brazil. In the case of India and Canada the 
percentage is about 85 per cent., but total investment in India 
and China would have to be substantially increased if proprietary 
holdings by British nationals permanently resident in these 

^ Malaya is liere taken to include the wliole of the Malayan Archipelago, 
including non-British territory and the Dutch East Indies. 

^ The whole of Turkey has been included in the European figures. 

• The total for Mexico would bo considerably increased if capital long in 
default wore included. 

* The total amount of long-term British capital in the United States, including 
the BubsidiarioH and branches of British Companies, and securities not dealt in 
in the U.K., is roughly estimated at £200 million nominal value. 

® Including Egypt. 

® The smaller percentage in the case of the U.S. and the Argentine is due to 
the largo amount invested in securities not quoted in the U.K. 
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countries are included. The following table indicates the distri- 
bution of the above body of investment according to various 
classes of enterprise : 


Table IX 

Distribution of £3,186 million British nominal capital in various 
classes of enterprise over the territories of the vmld. 


(£ 000 . 000 ’ 8 .) 


Area. 

Govern- 

mental 

and 

Munici- 

pal. 

Rail- 

ways. 

Public 

Utilities. 

Mines. 

Miscel- 

laneous. 

Total. 

Australasia 

432 

2 

9 

9 

42 

494 

New Zealand 

no 



— 



13 

123 

Canada and Newfound- 







land 

07 

213 

32 

2 

102 

446 

South Africa 

IIS 

20 

3 

60 

33 

224 

India and Ceylon 

261 

90 

12 

14 

' 81 

458 

Malaya ^ . 

4 ‘ 

— 

4 

8 

92 

108 

Other British Territories 

65 

29 


9 

28 

134 

Total Dominions . 

1,0S7 

364 

03 

92 

391 

1,987 

Europe (including Tur- 







key) . 1 

120 

30 

IS 

6 

71 

245 

South America . 

134 

353 

54 

6 

96 

643 

U.S., Mexico and Cen- 

1 






tral America . 

; *» 

1 49 

29 

10 

41 

131 

China and Japan 

sii 


5 

1 

14 

103 

Other Foreign 1Vrri- 

1 

1 

1 




tories 

; 14 

1 

I 2 

1 3 

3 

65 

77 

Total Foreign IVr- 
ritory 

Total — the \VorId . 

i 

j 35;t 

* 

I 434 

1 

i UKt 

1 

i 

i 

1 277 

1,199 

i 1.440 

' 7S« 

■' Hi"' 

1 

{ 118 

1 668 

3,186 


‘ Malaya iiirluding foreign territory as well as 13ritish. In particular, the 
£4 million under Governmental and Municipal roprosont the Bonds of the Dutch 
Bast Indies Government hold in the U.K. 

Although the geographical distribution shown above applies 
to a total of £3,186 million of capital outstanding at December 
1930, such changes as have since occurred are not likely to have 
modified the position appreciably. About two-thirds are invested 
in the Dominions. The capital invested in Australia and New 
Zealand in the main takes the form of Government and Municipal 
loans. In the case of Canada less than a quarter consists of 
Government securities, but a substantial proportion of the £213 
million invested in Canadian Railways in fact carries the Govern- 
ment guarantee. Miscellaneous enterprise in the Empire includes 
a single item of £92 million largely invested in Malayan rubber 






THE ECONOMIC JOURNAL 


202 


[JUNE 


production ; and about one-half of the £81 million attributed to 
India represents ownership of tea plantations. 

In South America, Railways account for over one-half of the 
British capital invested there, and it is of particular interest to 
note that investments in Railways represent nearly a quarter of 
British overseas capital throughout the world. Indeed the 
figure would be still greater if account were taken of the large 
proportion of Government borrowing by China, Japan and others 
applied to the financing of railway construction. 

Of £118 million in Mines, £92 million arc invested in the 
Colonies, £50 million in South Africa being connected largely with 
the production of gold. 


Balance of Payments. 

In the annual survey for 1920 ^ it was pointed out that the 
figure obtained for total Income from British Overseas Invest- 
ments should not used as a net figure for the jiurpose of esti- 
mates of the Balance of Payments. For ajiart from the deduction 
that must be made on account of income accruing to foreigners 
from investments in the U.K., account must be taken of the net 
amount placed to reserve by British Comjianies operating abroad, 
and of tile cost of maintaining their head offices at home (see 
p. 191, Economic Journal, fJunc 1922). Moreover, the 
substantial default on foreign Government and commercial 
bonds during last year raises an important consideration con- 
nected with the present method of estimating Balances of Pay- 
ments. A Balance of Payments may represent the difference 
between the annual cash receipt.#and cash outgoings of a country 
in respect of all transactions of a revenue character. The official 
estimate of the Balance of Payments of the United States appears 
to be based on this model. On the other hand, a Balance of 
Payments may represent the* annual net balance of all claims arising 
out of transactions or contracts of a revenue character, even 
though actual remittance in some cases may be deferred. Much 
confusion of thought has arisen as a result of no clear distinction 
being drawn between the two methods and many current 
estimates suffer from this inconsistency. The latter method, 
which is the one a(h)pted l)y the Board of Trade in its estimate 
of the Balance of Payments of the United Kingdom, gives a 
truer account of the country’s trading position. For example, 
in its estimate for 1922 the Board of Trade includes the value of 
the whole of our exports during the year, although, in fact, a part 

^ See Economic Journal, June 1932. 
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was not paid for, owing to exchange restrictions and difficulties 
existing in many countries. Again, in the past, the whole of the net 
earnings abroad of British Companies appear to have been included, 
although in practice large sums may not have been remitted home. 
From this point of view the earnings of British Railways in the 
Argentine must appear in these Board of Trade returns as a credit 
item, although in many instances dividends were susxiended owing 
to the impossibility of remitting funds. In so far as jiayment of 
the interest on many Foreign bonds has been made in foreign 
currencies or funded, as in the case of Brazil, such interest must 
logically be regarded in the same liglit and therefore included in 
the Balance of Payments. In essence the effect is the same as 
if these sums had been transferred and the funds then re-exported 
as cayiital.^ Thus in so far as interest due is deferred or funded, 
the aggregate of British capital abroad on short or long term is 
correspondingly increased, and the net increasij may conveniently 
be regarded as an “involuntary export” of British capital. The 
provisional estimates for 1932 (see Table VJl) indicate a decline 
of nearly £0 million in the income from Foreign and Colonial 
Government and Municipal securities, and of another £6 million 
in the income from British Companies abroad, a total of £12 
million in these two groups. In view, however, of the above 
considerations, it would seem consistent to include only a part 
of this decline in the Balance of Payments. 

New Overseas Investvients in 1931 atul 1932. 

In previous articles figures have been given showing the net 
amount of new long-term overset investments in each year since 
1927, exclusive of capital movements due to the f)urchase or sale 
of existing securities, and money directly subscribed to new 
issues in overseas countries. This net “ new money ” invested 
abroad is equal to the British subscrij)tions to oversea loans less 
repayments to British nationals through the operation of sinking 
funds and through loan maturities. 

The figures on p. 204 do not give an adequate picture of the net 
overseas investments during any of the above years, since they 
exclude other outward capital movements. They reveal, however, 
the striking decline that has been taking place during the last four 
years, while in 1932 for the first time in many years, due to the 
incidence of the Treasury embargo on foreign loans, repayments 
actually appear to have exceeded subscription to new overseas 

^ The effect is not exactly tlio same since these funds are for the time being 
iirnnobilised. 
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(£000,000’b.) 



1 

British Sub- 
scriptions to 
New Oversea 
Issues.^ 

Hopay- 
ment- to 

i;.K. 

“ New 
Money ” * 
Invested. 

1929 

90 

49 

4-47 

1930 

98 

39 

-f 59 

1931 

41 

27 

4 U 

1932 (provisional ostimato) 

35 

42 

- 7 


^ These figures exclude uonveraions but include iHsues the proceeds of which 
were used for redemption. 

2 The “ Now Money ” invested in 1927 nnd 1928 is roughly estimated at 
£132 million and £108 million respectively. 

issues floated in London. This decline in new overseas invest- 
ments, accompanied during the last two years by a moderate 
repatriation of long-term capital, indicates that the total volume 
of these investments is declining. A similar trend in the total 
volume of overseas investments last occurred during the early 
years cf the War, when American securities were sold in large 
quantities to provide funds for War purposes. 

Although, as already noted, the position in the current year 
is mu(;h more favourable and the adverse tendencies in the 
balance of payments and oversea investment income have largely 
been checked, it is as yet too early to discuss the possibility of the 
resumption of foreign lending cither by London or foreign centres. 
Political uncertainty, the limited operation of the Gold Standard 
and restrictions on foreign exchange dealings, high tariffs and 
other impediments to trade all tend to postpone indefinitely such 
a revival. 

At the same time, there are indications that since the abandon- 
ment by Great Britain of the Gold Standard in September 1031, 
the process of readjustment of the factors responsible for persistent 
disequilibrium in world economy has been greatly accelerated. 
The adverse trade balances of many debtor countries have been 
noticeably reducicd; labour and other industrial costs have to 
some extent been cut ; and conversion schemes have substantially 
relieved the burden of indebtedness in several important countries. 
In spite of this, progress towards the readjustment essential to 
solid recovery remains slow and a resumption of foreign lending at 
this stage, even though accompanied by a rise in world prices, 
would only encourage debtor countries to postpone rather than 
])roceed with the readjustments indispensable to genuine recovery. 

Robert Kindersley 





THE NATIONAL INCOME AND 1^HE THEORY OF 
PRODUCTION 


Last year I estimated^ (The National Income, 1929-31, Mac- 
millan) a social income of some £3,500 m. in 1931, as against 
£3,590 m. in 1924 and a maximum figure of just under £4,000 m. 
in 1929. These estimates, it may bo said again, refer to the social 
or net income and thus exclude all “ transfer ” incomes such as 
interest on the National Debt, old age pensions and the like; 
include at cost price the services performed by the State and local 
authorities ; include all paid domestic work ; and do not credit 
or debit the total with changes in the valuation of securities, 
fixed capital, or stocks. Now that a reasonable number of profit 
statistics relating to the year 1932 are available it is possible to 
make a rough estimate of the national income for that year by 
the same methods as used above. 

But in addition to this I have endeavoured to develop a 
technique for the continuous measurement of the national income 
by two new and quite independent methods, one being based on 
statistics of consumption and investment, and the other on statis- 
tics of wages and profits. This makes possible an estimate not 
only of the income for 1932, but also of tlic running rate of earnings 
up to date in the current year. For 1932. these three methods 
give results within 1 per cent, ff each other, as shown below. 
Wo may begin by estimating the income for 1932 along the old 
lines. In 1929 wages and salaries totalled £2,320 m.; rent 
of land and buildings £293 m.; Government income £33 m. ; 
employers’ rates and social insurance payments £120 m. ; net 
income from overseas, including commissions and short interest, 
amounts written off stocks and head office remittances, some 
£378 m. ; amounts written off stocks at home £65 m. ; profit and 
interest £787 m., of which some £100 m. represented debenture 
interest (Zoc. c//., pp. 70, 72 and elsewhere), totalling £3,996 m. 

In 1932 Dr. Bowlcy’s wage-index averaged 95-5, as opposed 
to 99*3 in 1929, and the Ministry of Labour’s estimates of the 
numbers in employment month by month average 835,000 less. 

' I should like to draw attention to a copying error in this book, in Table 
XXVI, p. 76. The numbers in the last lino but two should road 5,065,000 and 
5,270,000 instead of 14 inilliona odd, and the diagram should bo altered corre- 
spondingly. 

P 2 
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Multiplying the 1929 total by both these factors, wo may estimate 
£2,143 m. for wages and salaries. The index figure of rents showed 
a rise of a little over 1 per cent, during this period (as more houses 
become decontrolled), while new buildings of an annual value of 
some £9 m. came into occupation each year. Allowing for some 
reductions of rents, we may put the figure for rents at £318 m. 

Income from overseas, computed as above, shows, as might 
be expected, a high correlation with the Sauerbeck index-number 
of (sterling) prices of primary commodities, the latter being 
corrected for trend. Over the period 1922-31 this income 
(omitting loan interest) is correlated with prices to the extent of 
•86 '05. The downward trend of world prices of primary 

commodities over this period is not reflected in the income figures, 
and is clearly due to the downward trend of costs of production. 
As the correlation is so high, 1 hav^e made use of it to construct 
an equation for use in interpolating and extrapolating estimates 
of income from overseas by means of the Sauerbeck index. 

In 1932 sterling prices of primary commodities were only 
2 per cent, lower than in 1931, and the fall in costs of production 
probably began to catch up the fall in prices. The equation 
mentioned above indicated some recovery in overseas income 
during the last year : and taking into account defaults on fixed 
interest payments we may write the total income from overseas 
at £228 m. I do not think the Boartl of Trade have given 
adequate grounds for their estimate of a furtlicr heavy fall 
between 1931 and 1932. 

If, as the British Government did, we reckon the payment 
to U.S.A. last December as a capital payment, we can put 
Government income for the year at £15 m. Emjdmjers' rates and 
social insurance payments stood at £124 m. 'Fhe amount written 
off stocks, which has to be re-included, cah^ulatcd in the same way 
as before, gives £46 m. 

I have not yet been able to make a detailed investigation of 
profit statistics for 1932. Taking the Economist figures as they 
stand, summing the reports of home industries published between 
October 1932 and April 1933, and approximately weighting the 
groups according to the relative importance of the different 
industries as contributors to the total of profit, a general average 
is obtained showing profits in 1932 as 10-5 per cent, less than in 
1931, or 40-4 per cent, below 1929. Between 1931 and 1932 
profits in public utilities showed a rise of 5 per cent. ; in heavy 
industry a fall of 23 per cent. ; textiles showed a considerable rise 
from the low figures of the previous year; and the great mis- 
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cellaneous group showed a fall of 8 per cent. Assuming that 
debenture interest has remained unchanged, we can estimate the 
total of 'profits and interest at £510 m. in 1932. 

Wo thus obtain a final estimate of £3,384 m. An interesting 
confirmation of this can be obtained from the Budget estimates 
of income tax yield in 1933-34 as against 1932-33. In the 
main these estimates are based on the income earned in 1932 
and 1931 respectively, and the total estimate shows a fall of 
4*6 per cent, between the two years. Wages and salaries below £250 
contribute only a very small proportion of the total yield of Income 
Tax. These and the other non-taxable items in the national income 
add up to £1,953 m. and £1,872 m. respectively in 1931 and 1932. 
To the residue of £1,546 m. in 1931 we must add £276 m., the 
interest paid on the National Debt in that year, which was 
assessed to tax in the same year, and is excluded from our national 
income estimates. Reducing this total of £1,822 m. by 4-6 per 
cent, we get an estimate of £1,730 m. taxable income (as defined 
above) for 1032, of which £224 m. represents interest on the 
National Debt. Adding the total of wages and small salaries 
we thus get an estimate of £3,387 m. for the national income in 
1932. This remarkable closeness is, of course, accidental, but 
this method certainly provides a general confirmation. 

Neither of the above methods of estimation, however, is 
capable of being continuously applied to give up-to-date results. 
They are designed more in the nature of a chock on the two 
methods which follow. The deductions and the tables below can 
best be elucidated by means of symbols, which are virtually the 
same as T have used in my previous work (toe. cit., pp. 127-8). 

Lei F be the amount spent on consumption, I the current 
value of new investment, E the total of costs of production, 
including a normal profit which must be arbitrarily defined, Q 
the excess or deficit of current profits above or below normal, 
0 the quantity of output, and il the general price level of current 
output. 

Previously I used as my working equation : 

a rearrangement of one of the fundamental equations in Mr. 
Keynes’s Treatise on Money. This I shall continue to use ; but 
when direct measurement of F is possible, we can use a still more 
fundamental, but as yet unpublished, equation of Mr. Keynes’s 
which obviates the necessity of arbitrarily defining normal profits : 

AQ AF + - AE. 
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In plain English the increase in consumption during a period, 
plus the increase in investment, less the increase in total costs of 
production, required to meet these new demands, represents the 
rise in profits during that period. 

Statistics of retail sales going back to the middle of 1929 are 
now available. I have used them as the principal items in a 
new quarterly index-number of the value of consumption, which 
is weighted as follows : retail sales of food 16, of other com- 
modities 17, rents of dwellings 8, railway passenger receipts 2, 
postal receipts 1, registrations of new motor cars 1. Rents have 
been given a high weighting in order to cover also a number of 
other almost constant items of expenditure, such as rate services, 
domestic service and the like. The scries is corrected for seasonal 
variations, as are all the others included in the table. 

Apart from this new series, I have proceeded more or less by 
my previous methods in calculating 77, E, 0 and /, but I have 
now brought all these series up to date, and compiled them 
quarterly back to the beginning of 1927, which is a convenient 
starting-point. 

In calculating 0, K and 11 I have made a small change from 
my previous method. I include the output, costs and prices of 
industry, agriculture, all forms of transport, distribution and 
building, and the incomes arising from rents and from overseas. 
These between them cover over 80 per cent, of the national 
income. But in these calculations I have not attempted to 
include any estimate for the remainder, consisting of various 
services other than transport and distribution, such as education, 
domestic work, professional anti Governmental services, for which 
the data on costs are very inadequate and where measurement of 
‘ ' output ’ ' means very little. W e must assume that the remaining 
80 per cent, of the national income will give representative figures 
of general prices, costs and profits. 

The figures given below must all be considered provisional, 
but I am hopeful that they will not be subject to any 
big amendment. In these matters one has to wait years before 
getting final figures, but one of the purposes of this article is to 
show that it is possible to develop methods which keep the figures 
fully up to date, methods which can be checked against each 
other, of a good degree of accuracy. 

I have made a number of changes in my calculation of the 
total of investment, partly as the result of a new investigation 
into stocks and working capital, partly from the use of data now 
available from the 1930 Census of Production on the value of 
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the output of fixed capital goods, which I have not space to 
describe fully hero, but will elsewhere. In general it may be 
said that the estimates are based on statistics of employment in 
the engineering, building and contracting, and shipbuilding 
trades, the recorded maintenance and capital expenditure of the 
railways (which even now account for 10 per cent, of the whole 
annual total of gross home investment), and statistics of the import 
and export of finished capital goods. Investment is here reckoned 
gross, i.e, including expenditure on maintenance and depreciation. 
I have also made more comprehensive the statistics dealing with 
stock-in-trade and working capital. Fairly full data on retailers’ 
stocks arc now obtained by the Bank of England, and changes in 
the working capital of industry are estimated from a new sample 
of over a hundred companies. The figures given below refer not 
to the chinge in value, but to the value of the change in working 
capital from quarter to quarter ; that is, changes in its physical 
quantity, valued at current prices. In my previous investigation 
I underrated the magnitude of these fluctuations. It has been 
suggested by Mr. Hawtrey, and by others, that changes in stocks 
or in working capital are not sui generis with investment in fixed 
capital. I have therefore indicated these figures separately in 
the table and diagram, though for the present at any rate I am 
including changes in stocks, etc. with investment in the price 
equations. 

For a base period for the index-numbers I take the average 
of the years 1927-8-9. In my previous investigation I took 
1924-9, omitting 192G, as the period for which profits were to be 
considered “ normal ” : we can substitute the now period without 
making more than a small difference to the figures of Q. In the 
calculations which follow, the total value of Q is estimated from 
the figure relating to that part of income included in the index- 
numbers. It is derived from a comparison of prices and costs, 

that is n and ^ . 

“ Variable output ” is defined as the output of industry, 
building, transport, and distribution, excluding income from 
abroad, rents, and agriculture, or that part of the national 
income which is fully susceptible of variation from causes 
arising within this country. It will be shown below that this can 
be calculated from Q by a certain relationship which holds with 
remarkable comprehensiveness. 

The bases for the E and F series arc the average recorded 
national income over the base period 1927-9. But apart from 
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this element the two methods of measuring the national income, as 

+ Qi or as I -1- F, are totally independent. The closeness of 
agreement of the quarterly figures during a period of big fluc- 
tuations is very satisfactory, the average discrepancy being 
about 2 per cent. My method of calculating K probably gives the 
figures a slight upward bias, which may account for the former 
total generally being a little higher than the latter. For the total 
of the year 1932 the two methods give £3,853 m. and £3,878 m. 
These refer to gross income, and deducting £440 m. for de- 
preciation {loc. cit,, p. 114) we get alternative estimates of 
£3,413 m. and £3,378 m. We thus have three well-grounded 
methods which give estimates for 1932 of £3,413 m., £3,378 m. 
and £3,384 m., and a fourth which provides a rough check by 
means of the Budget estimates indicates £3,387 m. 

The fall in income between 1931 and 1932 is mainly due to the 
fall in price. Real income in 1932 may be reckoned at 0*8 per 
cent, below 1931, 10*0 per cent, below 1929, and 8*9 per cent, 
above 1924. 

The table and diagram bring out the greater relative stability 
of consumption as compared with investment, but also show 
that the absolute fluctuations are of about the same order of 
magnitude, and, what is perhaps more important, they are 
generally in the same direction. Savings, defined as the amount 
by which consumption falls short of normal income, have not 
fluctuated very much since 1929. Through 1930 there was a 
fall in savings — ^that is to say, consumption was maintained 
while income was falling — but this process was reversed in 1931, 
and the financial crisis of the fourth quarter of the year gave 
impetus to a movement (towards increased saving) which had 
already begun. There has been little movement since then. 

Another interesting feature is the apparent rise in working 
capital (stocks) on the impact of depression in 1930. This was 
reflected in the figures of Q, but in this case at any rate it was not 
sui generis with the figures of other forms of investment, and in 
fact does not appear to have had the effect on output that wo 
might have expected from any other form of AQ. 

We may now turn to the data concerning the variable element 
in output. The data over the period 1924 to 1929 give a linear 
upward trend of some per cent, per annum. The figures of 
the deviation of current output from this trend appear to be 
functionally related to (?. This relationship is plotted in Diagram 
II, the date corresponding to each point being indicated. This 
curve is nothing less than the fundamental elasticity of supply of 
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of trend value, 
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output in general, in response to changes in profit. After all, 
the curve is of the shape which theory would have led us to 
expect, with comparatively low elasticities at the high and the 
low levels of^output, but a high elasticity over a critical middle 
range. From the curve which is here drawn in freehand, data 
are taken in order 4o calculate for Diagram I a “ calculated value ” 
of output corresponding to current values of Q. This accords 
very closely with actual output. 

This relationship between Q and output, depicted in Diagram 
II, appears to indicate that there is at any time a level of output 
corresponding to fairly full employment of resources (although 
this level moves upwards with time), which cannot be exceeded 
without a big rise of profits and prices, and that at certain dates 
in recent years we have been near to this level. At the present 
time this figure of maximum capacity represents a level 25 per 
cent, above our current level of industrial activity, or an increase 
of employment of only about a million and a half. 

In Diagram II are plotted also the data relating to output per 
insured person employed. This shows an upward trend of 1 per 
cent, per annum. When trends are removed, this quantity can 
be expressed as an almost linear function of output with a very 
high degree of precision. Calculated as a linear correlation, this 
relationship works out at *95 d: *01. This means that over a 
big range of outi)ut changes we are in a position to calculate 
wage costs, as well as changes in the level of profits, jind hence the 
price-level corresponding to each level of output. 

These relationships arc new and unexplored, but I am publish- 
ing them at this stage because ftie data seem to sup 2 )ort them 
quite firmly, and because they do seem to have a great intrinsic 
interest. There are many baffling problems connected with 
employment, for instance, on which they ought to throw a good 
deal of light. In order to reach the happy condition which I 
have described above, with output raised 25 per cent, and some 
million and a half more in employment, when we would bo 
approaching the limit of our productive capacity, we should have 
to raise Q by some £300 m. a year above its present level, and 
the fundamental equfition to which we must work is 

AQ = AI + AF - AE, 

This is a tall order for the most enthusiastic supporter of loan 
expenditure ; but if, as the other school of thought urges, these 
results are to be attained by reducing costs, we must find some 
way of reducing costs without reducing consumption. Otherwise 
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we shall be back where we started. If private expenditure by 
the rich, or reduction of savings, is to do the job it must be 
raised by some 30 per cent. 

I hope to be able elsewhere to bring the figures and diagrams 
up to date periodically, and to revise the data. 

I must conclude by mentioning a vehement attack on my 
whole work in the field of the national incofnS, which has been 
made by Dr. E. C. Snow in the Journal of the Royal Statistical 
Society, I hope to enter more fully into this controversy else- 
where, but I can give a short answer to the main criticisms wliich 
he makes, lie claims (i) that I have under estimated the numbers 
of independent workers by some 300,000, and pver-estimated the 
number of salary earners by the same amount; (ii) that the 
average income of the independent workers below Income Tax 
level is £120, not £90 as I have estimated ; (iii) that my methods 
of estimating the value of industrial output are totally unreliable. 

(i) Dr. Snow must preserve a sense of proportion. If the 
whole of this first contention is true, some 300,000 incomes will 
have to be transferred from one class to another, but the difference 
in the total of the national income will be about £l m. For the 
average incomes of the two classes are almost equal. In fact, 
my estimate of the decline in the number of independent workers 
and small employers is not based solely on extrapolation, but 
agrees very closely with the difference ])etwccn the rates of 
increase of the numbers under Health Insurance and the whole 
adult x>opulation over this period. An estimate of the increase 
in the number of salary-earners at the rate of 100,000 per annum 
he describes as “ so siirpri.sing tAit it should surely have arrested 
the author’s attention.” The number of income-tax assessments 
on non-wage-carners, liowevcr, has been showing an annual 
increase of some 90,000, and the recent extension of the scope of 
income tax has revealed that my estimates are if anything on the 
low side. The new income-tax figures reveal that the numbers 
of people receiving incomes not from wages increased by about 
2,000,000 between 1921 and 1930. Ihe main part of this increase 
was clearly salary-earners. 

(ii) Dr.Snow sui)X)orts his figure of £120 from knowledge of the 
distribution of incomes in general.” This is without ground. 
Apart from certain entirely speculative estimates, the only infor- 
mation we have on the frequency distribution of these lo\ver 
incomes are data collected by Bowley and Stamp relating to 
salaries. Tlio average here works out at £100. For independent 
workers, in their estimate, Bowley and Stamp took £98 as 
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the* average qf incomes below £150, as against my estimate 
of £96. 

(iii) In this case we can submit my methods to the test of 
experience; Writing before the results of the 1930 Census were 
available, I made an estimate of the net output for 1930, a diffi- 
cult quantity to estimate because it represents the difference 
bclwcen two unknown quantities, and particularly difficult at a 
time of rapidly changing values such as 1930, but my estimate was 
within 3 1 per cent, of the correct figure.^ 

Colin Clark 

^ My estimate for the total net output of 1930 was £1,701 m., or £1,653 m. 
excluding Northern Ireland and the laundry trade. The published data for firms 
employing over ten wo^kefs, allowing for outstanding returns, show £1,468 m. 
for 1930. The smaller firms, including some whose output was c^stimated, had 
an output of £1 13 m. in 1924. Their distribution was not representative, as they 
were concentrated in certain prosperous trades such as building, motor repairing, 
. etc., which trades show a wefghted average increase of 14 per cent, between 1924 
and 1930. VVe may put their output in 1930 at £129 m., and the whole at 
£1,597 m. ns against iny eslimato of £1,653 m. 



THE ECONOMICS OF ROAD AND RAIL COMPETITION 

§ 1. The competition between the toad motor and the railways 
is not a simple case of competition between two rival methods of 
providing a service analogous to theu competition between two 
commodities. Dissimilarity in the internal organisation of the 
two industries introduces complications. The railways are 
monopolised. Their charging system consists of a structure of 
differential rates laid down by law, and the exercise of their 
monopoly has had to be hedged about with safeguards which 
disable them to-day from competing effectively with road motor 
enterprise. The road transport industry is highly competitive, 
and, as in most industries, competition among themselves has 
forced road hauliers to charge a single price for the transport of 
goods by road, and has made unnecessary any further safeguards 
of public interest. 

§ 2. The charging powers of the railway companies are pre- 
scribed by Part III of the Railways Act of 11)21. 'J'he Act 
establishes a General Railway Classification of Merchandise (the 
G.R.C.) and a Schedule of Standard Charges. 

The G.R.C. divides the goods offered for transport into twenty- 
one categories or “ classes.” To each of these classes there is 
applied a Standard Rate. Goods in Class 21 are charged at the 

J 

Standard RcUes, in shillings per ton. 

Class 


Uis- 

taiipo 

(MiM. 

Iliitca iucludo. CharRca for Collection and 
Delivery. (C.D. rates.) 

Excliulinir Collec- 
tion and Delivery 
(8.S.). 

TraOic In 

I Owners’ 

Wagons. 


20. 

19. 

17. 

1.5. 

13. 

11. 


7- 

5. 

3- 

1. 

6 

23/3 

21/10 

18/4 

14/7 

13/7 

12,3 

5/5 1 

4,7 

2/4 ■ 

2/2 

1/5 

]() 

25/J) 

23/8 

20/4 

16/2 

15/0 

13/6 

6; 7 

5/7 

3,2 

2/11 

2/1 

20 

32/0 

29/0 

21/7 

20/1 

18/4 

16/6 

9/5 

8/2 

.5/4 

4/9 

3/8 

30 

37/2 

33/4 

28/0 

23.0 

20/9 

18/8 

11/2 

9/8 

6/5 

5/8 

4/6 

40 

42/4 

37/7 

31/7 

25/10 

23/1 

20/9 

12/11 

11/2 

1 1 5 

6/7 


50 

47/6 

42/1 

34 10 

2S/9 

25/6 

22/11 

11/8 

1 2 '8 

8/6 

7/6 

6/1 

60 

51/9 

4.5/5 

37/8 

31/3 

27/6 

21/8 

16/1 

13/9 

0/3 

8/2 

6/6 

80 

60/3 

52/6 

43/3 

36/3 

1 31/6 

28/2 

18/11 

16/0 

10/10 

9/6 

7/5 

100 

6H/9 

J>9/7 

48/10 

41/3 

35/6 

31/8 

21/9 

18,3 

12,5 

10/10 

8/4 

120 j 

76/1 

6.5/5 

63/1 

45/0 

:is/5 

34/1 

23/8 

19/10 

13/8 

12/0 

9/2 

140 

83/1 

71/3 

.57/4 

48/9 

41/4 

36/6 

25/7 

21/5 

14/11 

13 2 

10/0 

160 

90/3 

77/1 

61/7 

52/6 

44/3 

38/11 

27/6 

23/0 

16/2 



200 

104/7 

88/9 

70/1 

60/0 

50/1 

43/9 

31/4 

26/2 

18/8 

16/8 

12/6 

250 

122/10 

103/4 

80/8 . 

69/4 

57/4 

49.''9 

36/2 

30/2 

*1/10 

19/7 

14/7 

300 

140/5 

118/1 

91/4 

78/8 

64/8 

55/10 

40/11 

34/1 

24/11 


16/8 

•100 

176/3 

147/1 

112/2 

97/6 

79/3 

67/11 

50/6 

42,0 

31/2 

28/4 

20/10 
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Standard Rates, in pence per ton-mile. 


Cr.ASS 



1 





9 

1 



1 


Dis- 

tance 

TiicludinR Chaws for Collection and 
Delivery. (C.D. rates.) 

KxeliiciiiiK Collec- 
tion and Delivery. 
(S.S. rates.) 

Traffic in 
Owners’ 
Wagons. 

(Mllps). 












20. 

10. 

17. 

15, 

13. 

11. 

0. 

7. 

5. 

3. 

1. 

6 

46-50 

43-67 

36-67 

20-17 

27-17 

21 -.50 

10-83 

0-17 

4-07 

4-33 

2-83 

10 

30-00 

28-40 

24-10 

20-60 

18-00 

16-20 

7-00 

6-70 

3-80 

3-50 1 

2-f)0 

i20 

10-20 

17-40 

14-75 i 

12-05 

n-oo 

0-00 

5-65 

4-00 

3 20 

2-85 

2 20 

30 

1 1-20 

13-33 

11-20 

0:20 

8-30 

6-80 

4-47 

3-87 

2-57 

2-27 

1-80 

40 

12-62 

1 1-27 

0-48 

f75 

6-03 

0-23 

3-88 

3-35 

2-23 

1-08 

1-.58 

50 

11-40 

10-10 

8-30 

6-00 

0-12 

5-08 

3-52 

3-04 

2-04 

1-80 

1-46 

60 

iO-35 

0-08 

7-53 

0-25 

5-.50 

4-60 

3-23 

2-75 

1-85 

1-63 

1-30 

80 

0-04 

7-88 

6-40 

5-44 

4-73 

4-23 

2-87 

2-40 

1-63 

1-43 

l-ll 

100 

8-2.5 

7-15 

5-86 

4-05 

4 20 

3-80 

2-61 . 

2-10 

1-40 

1-30 

1-00 

J20 

7-60 

6-54 

5-30 

4-50 

3-84 

3-40 

2-37 

1-98 

1-37 

1-20 

0-02 

110 

7-12 

6-11 

4-02 

4-14 

3-54 

3-13 

2-10 

1-83 

1-28 

1-13 

0-80 

160 

6-75 

5-80 

4-62 

3-04 

3-32 

2-02 

2-06 

1-72 

1-21 

1-07 

0-81 

200 

6-28 

5-33 

4-21 

3-00 

3-01 

2-63 

1-88 

1-57 

M2 

1 -00 

0-75 

250 

5-00 

4-05 

3-87 

3-32 

2-75 

2-38 

1-73 

1-45 

1-05 

0-04 

0-70 

300 

5-62 

4-72 

3-65 

3-15 

2-50 

2-23 1 

I-6I 

1-30 

1-00 

0 00 

0-07 

400 

5-20 

4-41 

3 38 

2 03 

2-38 


1-52 

J-IO 

0-04 

085 

0 03 


Sample Exceptional Rates, in pervce per ton-mile , Jor the tveek ending 
March 24, 1928. 

Extracted from the monthly ‘‘ Railway Statistics/* 
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Kates. 
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Station (S.S.) 
Kates. 

Owners' 

Wagf)ns. 

Meat. 

19. 

Hard- 

ware. 

17. 

! 

i am. 

15. 

j 

■ rapor. 

11* 

Iron 

and 

Steel. 

9. 

Man- 

ure. 

7. 

1 

! Bricks 
and 
Tiles. 

5. 

Road- 

stono. 

3. 

Iron- 

gro. 

1. 

1-10 



25-31 

16-47 

Jl-86 

4-83 

6-21 

4-12 

3-86 

2-46 

11-20 

15-96 

16-40 

16-47 

9*50 

4-12 

4-05 

2-71 

2-72 

1-32 

21-30 

14-25 

11-91 

7-11 

6-13 

3-37 

3-22 

2-31 

2-25 

1-22 

31-40 

9-86 

9-67 

6-l6 

6-17 

3-92 

2-79 

1-99 

200 

0-85 

41-50 

0-77 

8-04 

5-99 

4-57 

2-69 

2-54 

1-73 

1-72 

0-80 

51-00 

7-15 

7-20 

5-92 

4-65 

2-91 

2-34 

1-61 

1-63 

0-73 

61-JO 

7-48 

6-50 

5-78 

3-87 

2-27 

2-19 

1-47 

1*49 

0-84 

81-90 

7-34 

5-.35 

4-58 

3-48 

2-24 

1-99, 

M6 

1-37 

0-62 

101-110 

5-18 

4-92 

4-31 

2-66 

2-35 

1-88 

1-15 

1-18 

. 0-61 

121-130 

4-70 

4-36 

3-31 

2-58 

2-03 

1-08 

1-25- 

1-09 

0-55 

141-150 

4-10 

4-36 

3-36 

2-48 

1-74 

1-69 

* MO- 

1-03 

— 

151-200 

3-1 J 

4-21 

3-00 

2-31 

1-62 

1-60 

in 

1-02 

0-56 

20J-300 

3-64 

3-26 

2-24 

2-08 

1-53 

1-41 

0-95 

0-96 

— 

301-400 

3-44 

3-08 

1-84 

J-S2 

1-02 

1-28 

0*76 

. — 



highest rate per ton per mile, and those in intermediate classes at 


progressively lower rates down to the goods in Class 1, which have 
the lowest rate of all. As required by the Act, Standard Rates 
are fixed at such a level as will enable railw^iiy companies, given 
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good and efficient management, to earn a Standard Net Revenue, 
broadly, the net revenue earned in 1913 plus 5 per cent, on 
capital invested since that date. 

Standard Rates are the rates which the railways are bound 
under the Act to charge, neither more nor less. But in certain 
circumstances, the Railway Rates Tribunal, a Court set up t(^ 
administer the Act, is empowered to grant dispensation, and 
to authorise the charging of “ exceptional ” rates, less than the 
Standard Class Rate. About half the traffic is carried at excep- 
tional rates. Tables are appended showing the Standard Rate 
for each class, per ton and per ton-mile at selected distances, and 
certain sample exceptional rates. 

§ 3. The costs, to the trader, of transport by railway are 
available from public sources. Costs of carriage by road are not. 
It was therefore necessary to undertake a special inquiry. Twenty - 
nine firms were approached. Sympathetic replies were received 
in all cases but two. Of the remaining twenty-seven firms, ten 
stated that their goods were chiefly rail-borne, ten made use of 
both rail and road, and four relied chiefly on road delivery. 
Two replies were indefinite. In the remaining case certain 
exceptional circumstances made the evidence obtained unsuitable 
for inclusion here. 

Thirteen firms, and one general haulage contractor, gave 
specimen rates per ton for the carriage of goods by road and^ in 
most cases, the competitive railway rate. Railway rates com- 
parable with the charges quoted by the haulage contractor were 
obtained on application to the railway companies. In all, 1415 
examples of road charges and t^c alternative railway rate were 
obtained from these eleven sources, covering 35 commodities and 
03 traffic routes. 

This material is best exhibited graphically. The accompany- 
ing diagrams present : 

Figure I. Road charges and the directly competitive railway 
rate, iu sliillings per ton, plotted against the distances the goods 
are carried. Superimposed arc the Standard Rates, C.D., for 
Classes 19, 15, 11, 7, and 5, of the G.R.C. 

Figure II. In the case of two routes, London and, Birmingham, 
Liverpool and Birmingham, the (relative) wealth of data obtained 
permits a striking method of presentation. The co-ordinates are 
shillings per ton, and G.R.C. “ Class.’* The Standard Chiss Rates 
for each class of the (J.R.C. are giv'cii, the exani^les of actual 
(i.e. exceptional) railway rates obtained by the inquiiyj'^ind tfee 

alternative road chatges. 

No. 170. — VOL. XLIII. 


Q 



R^teper ton. 
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Distance in miles. 


— ■ 8tarular<j rates C.D. • 3^xc(*ptional rates. 

X Koad charges. — Average of road charges. 

Fkj. I. 


Cliiss, 

12 3 4 6 0 7 8 9 10 11 12 13 14 16 10 17 18 19 20 
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Class* 

I 2 3 4 6 6 7 8 9 10 11 12 13 14 16 16 17 18 19 20 



[Railway rates include cartage in Birmingham only.] 

Tlicsc diagmins show two important things. Road hauliers 
arc carrying all classes of goods at very much the same rate per 
ton. Road charges do not increase from Class 1 to Class 20 as the 
ytandard Railway Rates do, and the divergence between highest 
and lowest road rate is much less, even than in the case of the 
exceptional rates. They show also that road concerns are carry- 
ing at rates which, on the whole, lie below tlic level of the Standard 
Rato for Class 7. Between London and Birmingham at least, 
road hauliers appear from Figure Ila to be carrying al rates at 
the level of Standard Rato C.l). for Cla.ss 1. 

Compared with railways, the discrimination practised by the 
road haulier is small. Like oilier competitive businesses^ and 
unlike the railway companies, road haulage concerns are selling 
their service, the transport of goods by road, at oife single ,price. 
As this ])rice is, in f»ict, fibout equal to the Standard Rate for 
Class 7, the margin pf competition between road and railJias been 
established at the level of tliat class in the G.R.C. For all goods 
in classes above Class 7, road charges are less than rtiilway rate; 
jind more for goods in Classes I to G. ‘ ^ - 

The position of tliis margin dejiends upon two groups of cir- 
cumstances, the one ecohoniic, the other legal Disregarding 
for the moment statutorj’^ licence duties and petrol tax, the f^ot 
that road hauliers crfny ns cheaply as they do is a function of 
their costs and their operating efficiency, acting under conditions 
of a competition almost classical in its simiilicity. But that tMb* 
level of road charges should con’espond to the Stan^rd Rate for 
Class 7, and that the gO(/ds in Classes 7 to 21 should travel more 
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cheaply by road than by rail, is clearly dependent on the Act of 
1921. That Act lays down that there shall be a “ Classification ** 
of freight and it dfetermines what rate each class of goods shall pay. 
The system of discrimination between goods sot up by the General 
Railway Classification and the Schedule of Standard Charges is 
not based upon differences in the costs of handling the goods. It 
represents differences in the levels of rates they can profitably 
be charged. High-classed goods are carried more cheaply by road 
than by rail, not because the road haulier can handle them more 
economically than the railway, but because such goods can be 
carried by road at a cost which is less than the charge the railways 
would find it profitable to make, if they still retained their mono- 
poly of the means of inland transport. If this were the case, the 
Act of 1921 and the Railway Rates Tribunal would ensure that 
the railway companies earned each their Standard Revenue, and 
no more. As it is, they make the road haulier a present of all, and 
any traffic, he may want in Classes 7 to 21, of the G.R.C., and 
deprive him of the opportunity of carrying goods in Classes 1 to 6. 

The statistical returns furnished by the railway companies to 
the Minis^y of Transport divide railway freight into three groups : 
“ Coal, Coke, and Patent Fuel,” “ Other Minerals and Heavy 
Merchandise, Classes 1 to G,’* and “ General Merchandise, Classes 
7 to^l” This last category covers almost precisely the railway 
freight traffics open to the competition of road transport. 

General Merchandise ” is an important part of railway traffic. 
It yields about half the total receipts from goods traffic ; and it 
includes practically all goods e^jeept the produce of mines and 
g[uarries,Jron ore, pig iron, raw steel, iron and steel scrap, bricks 
and tar. 

The essential “ unfairness ” of road competition lies in the fact 
thart the railways are constrained by law to charge more than the 
road operator for traffic in the General Merchandise classes, and 
less for all other classes of goods, quite regardless of whether or 
not it costs the railways more than the road haulier to carry the 
foftner^lasSes of goods and less to carry the latter. Compared 
with this, the fact that the road operator does or does not receive 
a concealed subsidy from public reyenues is a comparatively minor 
matter. Readjustment of the costs of road carrying by taxation 
high enough to ensure that the road* transport industry was 
entirely self-supporting would raise the margin of competition to 
thh level of ^ome higher class in tHe G.R.C. and would thereby 
remove a larger volume of railway traffic from the impact of road 
competition. But the competition which remained, though less 
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serious, would still be as fundamentally unfair. For it would 
still be the case that for goods in all the classel above the marginal 
class, the rates the railways must charge would be higher than the 
charges quoted by competitive road transport undertakings. 

This system of charging was not originally forced upon the 
railways from outside. The Act of 1921 and the Railway Rates 
and Charges (Order Confirmation) Acts of 1892-94 did no more 
than give statutory recognition to the rate structure devised by 
the railways themselves. Legal regulation of railway charging 
powers has been concerned chiefly in prohibiting too thorough a 
discrimination, not in prescribing differential rather than uniform 
rates. The railways practised a discrimination between different 
classes of goods because it was profitable to do so, and it is only 
since their monopoly has been invaded by road motor enterprise 
that their rate-structure has become a source of embarrassment. 

§ 4. The “ law of undue preference requires that the railways 
shall charge all traders the same rate for the same or similar ami 
competitive merchandise. In the days before motor transport 
this was a reasonable and valuable provision of the law. To-day 
it has this unfortunate effect, unfortunate at least from the point 
of view of the railways. If a railway company, in order to meet 
road competition, offers a trader a lower rate, it may find itself 
liable to offer the same concession to all that trader’s competitors, 
quite irrespective of whether the traffic consigned by the other 
traders is subject to road competition or not. The railway 
company is on the horns of a painful dilemma. Either it must let 
the first trader’s traffic go by road and make no effort to save it, 
or the traffic of all the other tfaders must be carried at equally 
favourable rates. If the company accepts the first alternative, 
it loses the profit of carrying the one trader’s traffic ; accepting 
the second, it loses the profit of the higher rates a railway^can 
charge for traffic for which a (competitive road service is not 
available. 

A large volume of traffic is affected by this provision of the law. 
For example, all goods of the same kind whi(Ji are produced in 
different localities, and arc consumed in the same place, or exported 
through the same port, arc regarded as the same or similar and 
competitive merchandise. If one woollen manufacturer in Yoi*k- 
shire can get a low rate to Liverpool for export by threatening to 
use a competitive road service, then all other manufacturers of 
woollen goods exporting through Liverpool may, and do, demand 
equally favourable terms, even though there is no road service 
available for them. 
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The dilemma upon which the railways are impaled is very real 
and very cruel. The railway companies still carry a larger 
volume of traffic than do the road hauliers, oven of the most 
competitive traffic. They dare not, therefore, reduce their rates 
to get back the lesser tonnage which is passing by road, lest they 
lose the advantage they at present enjoy of cg^rrying the greater 
at higher rates by rail. And if the companies do not attempt to 
compete at all with the road haulier, preferring the loss of the 
lesser volume of traffic as the smaller evil, the road transport 
industry is all the while establishing a goodwill, and, is being given 
every stimulus to expand its activities. 

The Act of 1921 and the law of “ undue preference ” between 
them, the one prescribing rates for General Merchandise higher 
than the level of the road operators’ costs, and the other prohibit- 
ing any discrimination in rates in favour of traffic threatened by 
road competition, would be sufficient, if interpreted rigidly, to 
preclude absolutely the railway companies from making any 
attempt whatsoever to meet road competition. As it is, the 
railways arc allowed a little latitude, but it is a latitude by no 
means commensurate with the dimensions of the problem they 
have to face. 

§ 5. There remains to be examined the question of the unequal 
incidence of the obligation of common carrier. The interests of 
the railways are admittedly prejudiced by this inequity, but 
responsibility belongs more to certain characteristics of the 
statutory control of railway rates and charges than to the status 
of common carrier. 

The ‘‘ common carrier ” is an institution of tlie common law. 
There were common carriers before there were railways, and 
there are many common carriers to-day who are not railway 
companies. In law, the liability of a common carrier is not 
unlimited. He is not obliged to carry anything and everything 
offered to him, to any point the consignor might desire, and upon 
any terms. A common carrier can only be required to accept 
traffic in respect of which a reasonable rate or other consideration 
is tendered, to carry such goods as his vehicle might reasonably 
be expected to hold, and to such places as lie upon the route he 
normally traverses. The obligations of a common carrier at 
common law rest upon any carrier who professes to carry for all 
and sundry, a road haulier equally with a railway company. 

The provisions which make these obligations specially onerous 
as they rest upon the railways are two. Firstly, as carriers, all 
the railway companies are treated as one organisation. Each 
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company is regarded as being accustomed to carry to every point 
on any railway system. Secondly, the rates which the railway 
companies may demand for theiir services, the Standard and 
exceptional rates, discriminate only between, different goods. 
They do not discriminate between different places. A given class 
of goods must be canied between all places equally distant at 
very much the same rate per ton. 

I'he railways must accept any traffic offered to them, and 
carry it to any station or siding in Great Britain, if the consignor 
tenders the appropriate standard or exceptional rate. But the 
road haulier, even if he is a common carrier, need only accept 
traffic going his way, and such traffic as he can carry conveniently, 
and he may demand a rate reasonable for that particular service. 

I'he injury inflicted by this inequity can be made clear by 
taking an extreme case. A large and regular traffic passing 
between two big centres will clearly cost less i)cr ton to carry than 
an irregular and light traffic passing between two country stations 
situated the same distance apart. The big centres will be ade- 
quately equipi)ed with facilities for dealing with traffic, the smaller 
places will not ; a regular traffic can be handled with a minimum 
of idle cquipmejit and empty running, a liglit irregular traffic to 
the smaller places may mean that rolling stock must stand idle, 
or as likely as not return empty, an expensive business. Yet 
traffic on both routes, the one cheap to handle, the other costly, 
must be carried at the same rates per ton. 

Inquiry shows how road hauliers behave in this matter. They 
run regularly only between the big towns and busy areas, they 
carry only loads large enough ti fill their lorries, they travel only 
when their lorry is full; and they accept loads only to places 
whence return loading is regularly available. 

Evidence was provided by the replies of eleven firms. One 
stated that regular road services were available only between 
large towns. Another said that its consignments w ere generally 
so small that it was more or less impracticable to deliver by road. 
This firm used road transport, however, wdicn it had large quanti- 
ties of goods to deliver in the larger centres. A third firm sent 
its heavier consignments by road, but lighter lots w^erc rail-borne. 
A fourth had a heavy and regidar traffic along one route which 
was road-borne, while the remainder of its transport, small parcels 
to other destinations, w^ent by rail. Hie fifth firm used road only 
when there were a number of consignments going to the same town. 
Two others did most (in one case all) of their carrying by rail 
because of the wide diversity of the destinations to which their 
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goods wore consigned. The firm consigned all its goods by 
rail was situated in a comparatively small town. One firm doing 
practically all its transport bjr road in its own vehicles, sent by 
rail only isolated ^parcels which it could not handle profitably by 
road. 

Another firm found that road transport was very advantageous 
to big centres, but that there were still a very large number of 
towns where rail facilities were essential. 

The whole matter was put dramatically by the observations 
of one business man in an interview. He said that in general, 
the large regular consignments and the deadweight traffic went 
by road, the small irregular parcels and the goods bulky in pro- 
portion to their weight by rail. Most of his traffic was, in fact, 
rail-bomo. Ho could get cheaper rates by road (his goods were 
placed in Class 17), but the road haulier would only accept his 
consignments when he had collected a lorry-load for any one 
destination. He could not afford to do this on account of the 
delay it would have caused his clients. He therefore had to con- 
sign his goods by rail, for he could refuse to let the railway hold 
up his traffic in this way in order to “ bulk it. He remarked, 
“ I insist upon delivery next morning, even if it means that the 
railway must run a special truck to Oban to carry half a hundred- 
weight.” His works are situated in the Midlands. 

It seems clear then, that, of the classes of traffic common to 
road and rail, i.e. the goods in Classes 7 to 21, General Merchandise, 
road transport enterprise is getting the more profitable part, and 
the railways are being left with the less. The road haulier is 
carrying the regular traffic in lai^e heavy consignments passing 
along the main traffic routes ; and he is leaving to the railways the 
comparatively expensive business of carrying the irregular traffics, 
the small consignments, and the traffic to the relatively out-of- 
the-way places. 

The road haulier enjoys these advantages for the same reason 
that he enjoys the privilege of carrying General Merchandise at 
lowei* rates than the railways, because he is free from tlie Schedule 
of Standard Charges, and because the whole road haulage industry 
is not regarded as one organisation, carrying over the whole net- 
work of roads in Great Britain. To make road hauliers common 
carriers would not alter the present position. Eoad hauliers are 
only accustomed to carry along the principal traffic routes to-day ; 
as common carriers they could not be required to do otherwise. 

Little good would come of extending the liabilities of the 
common carrier by statute, in order to lay upon each road haulier 
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the obligation to carry anywhere. He could still plead, with 
justice, that as his costs were higher off his normal route and on 
the less important traffic routes, he was entitled to charge a higher 
rate for carr 3 nng on the routes not covered by road transport at 
present. And at that rate it is not unlikely that it would remain 
cheaper to send goods over such routes by rail. 

The original inequity of the position of the railways relative to 
the road operator and the opportunity the haulier enjoys at 
present of creaming ” the traffic cannot be removed by making 
road operators common carriers. 

They would have to be subjected as well to the statutory 
liabilities which are imposed upon the railway companies. The 
road transport industry would have to be regarded as one concern, 
liable to carry anywhere a road might go, and at the same rate 
per ton for equal distances, no matter between what places. 

Measures of this sort would require for their fulfilment a degree 
of organisation among road operators comparable to that of the 
four railway companies, a clearing system as comprehensive, and 
equal facilities for the collection of traffic. At present not one of 
these necessary conditions could conceivably be furnished by the 
industry itself. And without them the measures proposed would 
defeat their own ends. 

§ 6. With the margin of competition lying as low as Class 7, 
and with the railways unable to defend the wide variety of goods 
thus exposed, road competition has been given the chance of 
inflicting serious injury on the railways. The extent of this 
injury may be measured. The tonnage of goods produced and 
imported classed as “ General Mefehandise, Classes 7 to 21,’’ can 
be estimated in each of the three Census years 1907, 1924 and 
1930. The sources of information arc the Census of Production, 
the Trade Returns, and the returns of agricultural produce. The 
estimated output of goods in these classes of the G.R.C. rose from 
98 million tons in 1907 to IIG million tons in 1930, an increase of 
19 per cent. 

Between the same two years, railway tralfics in General 
Merchandise fell by 17 ])er cent., from (54 million tons to 53 
million tons. 

There is evidence, which cannot bo given here for reasons of 
space, for supposing that from 1007 to 1913 the tonnage of 
General Merchandise depended very closely indeed upon the total 
tonnage of output; and that since 1920, though steadily losing 
ground relative to total production, tonnage consigned by railway 
has fluctuated in very much the same way as tonnage produced. 
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It is reasonable to suppose, therefore, that, since the War, 
and in the absence of road motor enterprise, the tonnage carried 
by railways would have risen as the tonnage produced has risen. 
Had railway traffic been the same proportion of output in 1930 as 
in 1907, there would have been an additional 23,000,000 tons of 
General Merchandise, representing a not gain to railway gross 
receipts, at 176'. Id, a ton, of £20,000,000. Railway net revenue 
in 1930 fell short of Standard Net Revenue by £13,000,000. 

As the traffic lost by the railway to the road is probably more, 
rather than less, profitable than the remainder of the traffic, it is 
doubtful whether the cost of carrying an additional 23,000,000 
tons of General Merchandise would have absorbed a very large 
proportion of the £20,000,000 of gross receipts that traffic would 
have realised. In 1030, but for road competition, railway net 
revenue might well have been greater than the Standard Net 
Revenue contemplated by the Act of 1921. 




(Tons 000.) 



1907. 

1921. 

1930. 

Domestic industrial output ^ . 

Rotainod imports ..... 
Agriculturo ...... 

08,707 

18,993 

9,893 

75,551 

24,073 

9,003 

81,213 

20,380 

8,845 

Total .... 

97,083 

109,230 

1)0,408 

1907 100 

100 

112 

119 

Railway traflic in Cenoral ^Icrclaiiidiso 

01,100 

00,913 

53,200 

1907 =-. 100 

100 

95 

S3 

General Merchandise available in aj^'sciico 




of motor transport .... 


71,800 

70,400 

Excess over actual traffic 


10,908 

23,200 

Average receipt per ton of General Mer- 
cliandiso ...... 


10^#. 5d. 

llM. Id. 

Estimated lo.ss of gros-s receij)t.s, £000 


8,950 

20,100 

Defect of actual net revenu(5 from standard 
Net Roveiiiic, £000 .... 


13,500 

12,800 


' I am indebtod to Mr. ('. (b Clark, Loctim'r in SlatisLit-a in tlio Uiiivoraity 
of Cambridge, for hia invaluablo assistance in compiling Ibis (Igiiro. 


It is useful to attempt to measure the total tonnage handled 
by road in competition with the railways. The Society of 
Motor Manufacturers and Traders put the ton-mileage worked 
by road in 1930 at 4,500,000,000. This amount includes local 
traffic as well as long-distance traffic. I am told that vehicles 
of under two tons unladen w^eight cannot be used profitably in 
competition with the railways. In Appendix C of their Report, 
the Salter Conference estimate the ton-mileage worked by each 
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class of goods motor vehicle. For vehicles of under two tons, 
they estimated a total of 1,620 million ton-miles annually, leaving 
2,880 million for the heavier vehicles. All these vehicles are not 
used exclusively in long-distance haulage, but probably most of 
them are. 2,000,000,000 otthat 2,880 million ton-miles of traffic 
may be assumed to have been carried in competition with the 
railways. I am told further that the average length of haul by 
road is probably about fifty miles. The tonmge of goods con- 
signed by road over long distances may therefore be put at 40,000,000, 
or almost twice the tonnage the railways are estimated to have 
lost. This estimate of 40,000,000 tons is little more than a guess, 
as neither the ton-mileage carried by road nor the average length 
of road haul is known at all accurately. But it indicates, I think, 
that road transport enterprise has not obtained all its traffic at 
the expense of the railways. 

The average length of haul of General Merchandise by rail is 
95 miles, and it has been rising over the last few years. It is 
unreasonable to supj)ose that goods travel by road as far as this, 
but if they do, the tonnage consigned by road will fall to 21,000,000 
tons, or just about equal to the railways’ losses in 1930. 

A question which greatly exercises the public and the official 
mind just now is that of ensuring a satisfactory “division of 
function ” between road and rail. At present, the transport 
industry is developing in a way that will make a most unsatis- 
factory distribution of traffic. The road haulier should carry 
small consignments which require much handling by rail, and 
carry between places which offer too light a traffic to warrant the 
maintenance of a railway. It has^een shown above that, in fact, 
apart from coal, and the minerals and heavy merchandise class of 
traffic, the road haulier is carrying the larger consignments along 
the routes of heaviest traffic, and the railways are being left with 
the lighter traffic tlic road motor vehicle could deal with more 
economically. 

§ 7. The Government’s measures for dealing with this situation 
are contained in their lioad and Bail Traffic Bill. There is a 
licensing scheme in Part I and certain amendments of railway 
charging powers are proposed in Part II. Increased taxation on 
the heavier lorries was levied in the Budget. Examination shows 
that Part If of the Bill alone is likely to affect significantly the 
rclations of road operators and the railways; and that the 
restrictions of the licensing scheme may well bo pernicious. 

The higher rates of motor vehicle duty imposed in the Budget 
will not raise the margin of competition ax^preciably in favour of 
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the railways. Two firms gave information from which the 
probable effect of these duties upon the costs of carriage by road 
can be estimated. The figures are given'below. They refer to 
twenty-one vehicles, owned by two firms, each of which did all 
its carrying by road in its own vehicles. The goods in question 
were, in the one case, a commodity in Class 5, in the other, 
Class 18. > ‘ 


Unltidon 

Weight 

of 

Vehicle. 

Number 

of 

Vehicles. 

Ton- 

mileage 

worked 

annually. 

Salter 
Confor- 
once’s 
Estimate 
of An- 
nual Ton- 
mileage. 

Cost per 
Ton- 
mile in 
Pence. 

Increase 

in 

Licence- 
duty pro- 
posed by 
Budget. 

Increase in 
Costs per 
Ton-mile. 

Ponce. 

Per 

cent. 

2-2.} i 

4 

19,97.5 

13,17.5 

6-0 

£2 

0*02 

0-4 

2-4 

4 

42,270 

30,500 

4*4 

£12 

007 

1-5 

4-r) 

:t 

02,940 

49.375 

3-5 

£27 

010 

30 

fi-fi 

,3 

117,080 

69,450 

2-5 

£42 

009 

3-4 

«-7 

o 

92,412 

78,600 

.3-2 

£62 

016 

60 

7-8 

4 

202,.500 

97,200 

1-08 

£82 

010 

6-7 

8-9 

1 

100,000 

12.3,4.50 

2-4 

£102 

0-24 

100 


The increase to be expected in the level of the road operator’s 
costs is comparatively slight. Probably only in the case of the 
very heaviest vehicles, say those above 8 tons unladen weiglit, 
will the costs of operation be raised appreciably. There are less 
than five hundred vehicles of that size or over, out of a total of 

350.000 goods motor vehicles, and they arc estimated to carry 
annually 55,000,000 ton-miles of traffic, representing less than 

1.100.000 tons out of the total 40,000,000 tons carried by road, and 
the 23,000,000 tons lost by the railways. On the whole, it is 
doubtful whether the new licence duties will raise the general 
level of road operator’s costs by more than 5 per cent. To 
make any great impression on the volume of traffic the railways 
have already lost to the road, an increase in motor taxation is 
required, four or five times as great as that imposed by the 
Budget. 

Part I of the Bill provides three types of licences, A ” licences 
for haulage contra(;tors, “ B ” licences for lorry owners who only 
occasionally carry for hire, and “ (V’ licences for firms who carry 
their goods in their own lorries. The licensing authority, the 
chairman of the Area Traffic Commissioners set up by the Road 
Traffic Act of 1930, must grant licences for all vehicles, or for an 
equivalent toimage of vehicles, which were in use during the year 
beginning April 1, 1932, and he must grant all applications for 
“ C ” licences. The licensing authority can only refuse licences 
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to haulage contractors for vehicles additional to their existing 
fleet, and to persons setting uji as haulage contractors after March 
31, 1933. Licences, however, may not be refused to hauliers who 
have contracted to carry the goods of a trader for a continuous 
period of not less than one year for the vehicles they propose to 
use exclusively for that purpose. Exceiit in tliis case, the 
licensing authority has full power in his discretion to grant or 
refuse “ A ” and “ B ” licences (Sections 6 and 7). 

The railways have little to hope from this licensing scheme. 
Railway traffic will not bo increased until a revival of trade occurs, 
robust enough to take up all existing fleets both of hauliers and 
others, and any additional vehicles which traders doing their own 
carrying might acquire. Meanwhile, diversion of railway traffic 
to the road by increase in the numbers of “ C ” licences can go 
on unchecked. The Royal Commission on Transport of 1929 
accepted an estimate that 80 jier cent, of road-l)orne goods is 
carried in traders’ own vehicles (and in vehicles working solely for 
them).” 1 

The licensing scheme may have other consequences. There is 
a certain amount of combination in the road haulage business 
already. There are several associations of liauliers and some 
fairly large contractors. The constant complaint of the road 
hauliers in the technical press, and quoted in the Salter Report 
(§ 100), is of lack of organisation, unbridlcil competition and rate- 
cutting. Competition is kept alive and vigorous by just that 
facility of entry into the trade which the Salter Conference 
deplored, and which the Bill jircmoses to restrict. Abolish the 
‘‘ unlimited right ” that any indmdual has “ to enter the haulage 
industry without any regard to pressure on the road or any excess 
of existing transport facilities ” and the incipient monopoly 
represented by those associations will grow. 

§ 8. Such restrictive devices designed to protect raihvay traffic 
from the competition of road motor enterprise are unsatisfactory. 
For the railways to get any appreciable advantage, the margin of 
competition must be raised to some much higher class in tlie 
G.R.C. than Class 7. To do this road motor trans])ort would have 
to be very severely hampered. Restriction of this order merely 
to protect a vested interest is hard to justify. How is it to be 
decided what volume of traffic the railways are to be allowed to 
take? By the Act of 1921 the Companies are entitled to their 
Standard Net Revenue. Arc they to be assured traffic enough to 
yield tliat revenue, a monopoly revenue, or is a compromise to be 
^ Final Report, 1931, p. S3. 
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struck between the position contemplated by that Act and the 
position of to-day or say of 1929? 

Bemedies which rely chiefly upon the restriction of the road 
operator leave intact the fundamental source of the trouble, the 
coexistence of a competitive, single-price system of road charges, 
and a legally prescribed system of differential rail rates. Instead 
of removing the disabilities of the railway companies, the position 
is to be made more equal by imposing compensating disadvantages 
on road operators. Measures of this sort are only necessary to 
preserve the solvency of the railw^ays if the existing forms of 
statutory control are to be maintained. Free of these disabilities, 
the companies would.firid no difficulty in protecting their interests 
themselves. The present body of railway law is not, in itself, a 
source of economic well-being. It was developed to deal with a 
particular situation, a practical monopoly of the means of inland 
transport in the hands of privately-owned railway companies. 
That situation has passed. The development of the road motor 
vehicle has reintroduced competition into the transport industry 
and the strict regulation of railway charging powers represented 
by the General Railway Classification, the Schedule of Standard 
Charges and the law of undue preference is no longer necessary 
or desirable. 

Fart II of the Bill is important because it may bo used to bring 
about some such relaxation in the control of railway charging 
powders. Section 29, the important clause, has been drafted to 
reverse the judgment of the Railway Ratos Tribunal in the 
Robinson case.^»* But there is nothing in the Bill, nor in any 
earlier Act relating to railways,' to prcvcjit this clause being used 
to make drastic though appropriate changes in railway charging 
practice. 

Section 29 permits railway companies to cliargo any rate 
agreed upon between themselves and the trader concerned 
“ notwithstanding anything in the RailAvays Act of 1921 ’’ (sub- 
section 1). Such rates are to be exempt from the law of undue 
preference (sub-section 7). They have to bo submitted to the 


^ Tho Minister of Transport’s speech, moving the Second Heading of tho Bill 
on May 3rd. Hansard, Volume 277, No. 78, pp. 872-73. 

* Tho Groat Western Railway applied for permission to charge an exceptional 
rate of 7s, 2d. a ton for oil-cako and cattle-food consigned by Messrs. J. Robinson 
td each of 320 stations within a specified area round Bristol. The Railway Rates 
Tribunal refused to sanction this arrangoraont on tlie ground that “ average ” 
rates of this sort obliterated the princiido laid down in the Act of 1921, that 
separate charges must be made for each consignment calculated at a rate of so 
much per ton per mile, plus tho appropriate terminal charges. 
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Railway Rates Tribunal for approval, and that body is required 
to consider, among other things, “ whether the making of the 
agreed charge is necessary td epable the company to secure or 
retain the traffic to which the agreement relates (sub-section 6). 
Provision is made for traders whose business is injured by these 
agreed rates to object at the time of submission or at any time 
after the expiration of a year (sub-sections 4 and 5). 

The effect of this clause depends entirely upon what the 
Railway Rates Tribunal does with an objection under these sub- 
sections. At present any aggrieved trader may complain of a 
preference (before the Railway and Canal Commission), but that 
preference will not be considered “ undue unless it injures his 
interests.^ If the Railway Rates Tribunal, when asked to approve 
agreed rates, shows itself as tender of the interests of injured 
traders as the Railway and Canal Commission is when hearing 
cases of undue preference, the disadvantage to which the law of 
undue preference subjects the railways will remain. If Section 29 
contemplates removing no more than the disability involved in the 
Robinson case, tlien Fart II of the Bill will do nothing but save 
the railways and their larger customers some clerical labour. 

But Section 29 admits of another construction. It relieves 
the railways of the disabilities imposed on them by the Act of 1921 
(sub-scction 1) and the law of undue preference (sub-section 7) in 
the particular case v hcrc that relief is necessary to enable them 
to retain or secure the traffic (sub-section 6). These disabilities, 
it has been shoun abo^ c, are sufficient to deprive the railways 
completely of power to meet road comi)ctition. Provided the 
Railway Rates Tribunal interpret it generously to the railways, 
this clause will permit them to charge rates as low as, or lower than 
road charges for coini)ctitive traffic, without ])rejudicc to their 
right to carry non-competitive traffic at the higlier Standard or 
exceptional rates. 

So interpreted, the significance of Part 1 1 of the Bill would be 
great. It would enable railway companies at last to coin|iote on 
equal terms with road operators, because they would be allowed 
to charge the same rates for the same traffic. 

§ 9. The present difficult situation created by the relations 
between the railway companies and road motor enterprise can 
only be handled satisfactorily by measures which will place road 
and railway rate-jnaking on the same basis, and ensure equality 
of status between them in respect of their liabilities as carriers. 
Two possibilities present themselves. Road operators might be 
' I^ever Bros. v. Midland Rly. (1909), 13 H-ly. & Can. Tr. 301. 
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compelled to adopt the General Railway Classification, to charge 
railway rate for their services, and be obliged, as the railways are, 
to carry goods anywhere, on ten$ler of the appropriate Standard 
or exceptional rate. Or the Classification and the Schedule of 
Standard Charges might be abolished or drastically revised to suit 
a new situation, and the railways given the less responsible status 
of the road haulier, by relieving them of the obligation to carry 
the same class of goods at rates per ton which remain the same, 
however much costs of carriage per ton may vary. The first of 
these alternatives requires that the road haulier be received into 
the railways’ monopoly. It has already been shown that the road- 
carrying industry, as a separate undertaking, could not bo sub- 
jected to the obligations imposed on the railways,^ The second 
requires that railway rate-making be assimilated completely to 
the competitive conditions prevailing among road hauliers. 

A new rate structure would naturally follow the adoption of 
this second alternative. It would tend not to be a structure of 
uniform rates, a single-price system. Differentiation there would 
be, but it would be a differentiation based more upon cost than at 
I^resent, a discrimination not so much between different com- 
modities as between different places, and between different sizes 
of consignments. Rates per ton would rise against the smaller 
consignments, and against traffic passing over the less important 
routes. It is probable that they would fall in favour of the larger 
consignments, and in favour of traffic between the bigger centres. 

Existing trading relations would, of course, be considerably 
upset. Firms whose goods are largely shipped in small consign- 
ments would find their transport costs increased, and so would 
firms whoso premises or customers happened to be situated outside 
the main channels of domestic trade. There is no particular 
reason why the shippers of the smaller consignments and those 
who demand carriage for their goods to out-of-the-way places 
should have their transport subsidised, as it is at present, at the 
expense of those who forward larger lots, and who forward between 
the main industrial centres. But the fact remains that they do 
and that industry as a whole is used to it. Any attempt to alter 
this might therefore be difficult, and might put obstacles in the 
way of the adoption of this alternative. 

Space is not available here to discuss in detail the merits and 
demerits of the proposals sketched out above. The one offers 
cheaper carriage to firms trading in the goods classed as “ General 
Merchandise,’^ a competitive service in transport, and the full 
benefit of the road motor as a new inland carrier. But it involves 
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extremely unorthodox developments in railway practice, and 
probably considerable disturbance in the existing relations between 
traders. The other avoids these two difficulties. But it means 
the elimination of competition from the transport industry, and 
before it has had time properly to reinvigorate the railway com- 
panies ; and it penalises those firms which at present enjoy the 
cheaper carriage offered by tho road haulier to preserve not only 
the interests which monopoly has given the railway companies, 
but also the particular form which railway charging has taken. 
Road competition, let it be remembered, is not only taking traffic 
off the railways, it is jeopardising, as well, tho General Railway 
Classification of Merchandise, and the practice of discriminating 
between goo^. Discrimination in rates by a monopolist, when 
specifically not based upon cost, as in this case, is not a desirable 
method of charging, economically at least. It enables the 
monopolist to make a larger profit than a flat rate would, but it 
offers no compensating advantages to tho public, (^are must bo 
taken, when measures are being devised to deal with road com- 
petition, that they are not measures designed really to save the 
practice of classifying goods for purposes of railway rate-making 
and of discriminating between them when there is no (iommensiir- 
ate difference in the costs of handling them. 

On the whole, I am inclined to think that the preservation of 
the existing comparatively “ simple ” competition which has 
developed among transport undertakings is better than the 
re-establishment of complete monopoly ; and that a rate-structure 
based more or less upon cost, as is the case in other industry, is 
preferable to a structure of diffftential monopoly rates such as 
the Schedule of Standard Charges. Prima facie, at least, measures 
which, by sweeping away the General Railway Classification and 
the Schedule of Standard Charges, would assimilate railway rate- 
making to the present practice of road hauliers, offer a more 
satisfactory solution than those w^hich would impose Part III of 
the Act of 1921 on to the road transport industry. 

If tho unorthodoxy 9 f such a step and tho disturbance which 
would follow it are sufficient to render it impracticable and 
impolitic, compromise is always possible. Tho road carriers might 
be amalgamated with tho railways, and the whole organisation 
required to charge a uniform rate for the carriage of ‘‘ General 
Merchandise, Classes 7 to 21.” Industry would receive the benefit 
of the cheaper transport offered by the road motor, while at the 
same time the costs of transport would not l^e raised against the 
firms shipping goods over the lighter traffic routes. 

No. 170. — voL. xLni. 
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§ 10. Considering the nature of the problem, the Government’s 
Bill is inadequate. If Part II be interpreted narrowly, the Bill 
will achieve nothing. It will roly entirely on restrictions which 
are not severe enough. Even if Part II be used tp enable the 
railways to compete effectively with the road, the Bill hardly 
justifies the claim which the Minister of Transport made for it 
when moving the Second Reading, that it was an essential pre- 
liminary to that voluntary co-ordination of road and rail trginsport 
which would give the public the full advantage of complemen- 
tary service.” The Bill may help to restore railway prosperity, 
but it does nothing to compass a rational and economic division 
of function. It does not attack the situation created by the 
unequal incidence of the obligation of the conpnon carrier, 
examined above in § 6. The road operator is left free to compete 
only for the most profitable traffic. After the Bill is passed, road 
transport will cream the traffic as it docs at present, and the very 
unsatisfactory distribution of traffic which has developed will not 
bo improved. 

Part I of the Bill may deprive the public of some of the 
advantage they might enjoy from Part II. The ‘‘ A ” licences, 
by restricting the competition among haulage contractors, make 
it possible for them to maintain their rates or, by agreement with 
the railways, to fix road charges at railway levels. Even without 
agreement, restriction of the numbers of road hauliers will tend to 
raise the level of road charges, and to raise correspondingly the 
level at which agreed charges must be established to enable the 
railways to secure or retain traffic. In cither case, transport 
charges generally would be raided, and it is a rise which would 
press particularly upon those businesses which do not operate 
their own lorries, either because they are too small, or because 
they do not have a heavy enough traific to any one destination. 

Transport costs arc a large item in business. Eirms of medium 
size may pay £5,000 to £10,000 annually for their transport. 
Large firms pay as much as £50,000 to £100,000. The question, 
therefore, of whether or not any measure will produce, unneces- 
sarily, even a comparatively small increase in transport charges 
is very important to the trader, probably more so than is generally 
realised. 

Gilbert V/alker 

University of Birminghmn, 



PRICE FORMATFON IN A SOCIALIST COM]\IUNITY 
1. Introduction 

Criticisms of socialism have their fashions just as socialism 
itself appears from time to time in various guises. During the 
first half of the nineteenth century the Malthusian bogy was 
most eonsistently invoked by opponents of communistic schemes. 
As the bourgeoisie lost their fear of over-population, new argu- 
ments against socialism had to be found, and so, until recently, 
the question of incentives has occupied the front place in dis- 
cussions on the possibility of collectivist socialism. With the 
si)cctaclc of collectivist state actually working (even though 
imperfectly) before our eyes in Soviet Russia, and attempting 
prodigious feats of economic reconstruction, the incentive argu- 
ment api)ears less convincing. Accordingly, there appears in 
orthodox circles a new critique of socialism, more subtle and 
technical than the previous ones, based on the supposed inability 
of a socialist community to solve purely economic problems. 
It is admitted that such a community might acquire a mastery 
over technique not inferior to that achieved under capitalism, 
that new psychological incentives to do and give of one’s best 
might bo developed as powerful ^s the love of gain or the fear 
of destitution, that even though every child bom were guaranteed 
a share in the resources at the disposal of the community, philo- 
progenitiveness would not necessarily bring the law of diminish- 
ing returns into rapid and fatal action ; what is asserted is that, 
even with highly developed technique, adequate incentives to 
actiA'ity, and rational control of 2>opuIation, the economic 
directors of a socialist commonwealth would bo unable to balance 
against each other the worthwhileness of different lines of pro- 
duction or the relative advantages of different ways of jiroducing 
the same good. L. von Mises, in his Oemeinwirfschaft, makes 
two definite charges against socialist economy : 

(1) where the State is the sole owner of instrumenta 
goods there can be no price formation for such goods, hence 
no rational reckoning of cost and hence no rational economy ; 

(2) under planned economy the managers of industry 

r2 
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can have no discretionary power and no pecuniary responsi- 
bility for production, therefore rational risk-bearing becomes 
impossible. 

The conclusion to be drawn from these two propositions is that 
a socialist economy would have no guiding principles and would, 
as soon as it lost any parasitic support that it may get from 
comparison with neighbouring capitalist economies, degenerate 
into an affair of wild guesses and random decisions.^ It is the 
object of this article to refute the first of Mises’s criticisms of 
socialism and to show that a rational pricing of instrumental 
goods is at least theoretically possible in a socialistic economy. 
Other writers have suggested that collective economy is incon- 
sistent with any kind of freedom of choice for consumers or 
freedom of employment for workers. This point also will be 
dealt ivith.2 

2. Postulates 

Let us first make clear the assumptions on which we shall 
base our argument. 

postulate an economic society in which private property 
is recognised in goods used for personal consumption but not 
in goods used for trade or for producing goods to be sold in the 
way of trade. Natural resources and instrumental goods are 
owned by the community and all jiroduction is undertaken by 
the community. The economic activities of the community fall 
into two main divisions. On the one hand there is the pro- 
duction of goods and services ^o satisfy the demands expressed 
by individual purchasers in a market. On the other hand there 
is the provision of goods and services free of charge to all members 
of society, as the result of a decision, based on other grounds 
than market demand, made by some authoritative economic 
organ of the community. Wo Avill call the first the sector of 
individualised consumption and the second the sector of socialised 
consumption.^ 

* For other critiques along tliose lines see B. Brutzkus, Die Lehren dea Marxia- 
mm im Lichte dcr Huaaiachen llevululion; O. Halm, I at der Sozialiamua wirtachaft- 
Ikh mogiich ? 

* For slightly different solutions of the problem see F. M. Taylor, “ Production 
in a Socialist State,’* American Economic Review, March 1929; G. Morroau, “ De 
Economischo Structuur eener Socialistischo Volkshuishouding,” De Economist, 
June, July- August, September, 1931. 

® The sector of socialised consumption does not correspond exactly to what 
are called “ social services,” since some social services {e.g. social insurance) take 
the form of money payments made to individuals, who then enter the market as 
individual demanders of goods. (See section 8.) 
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We will consider here only price formation and cost deter- 
mination in the sector of individualised consumption. For this 
purpose, money, in the sense of freely disposable purchasing 
power, is in use. Consumption goods are sold at a price to 
consumers by the community, which distributes purchasing 
power to consumers in ways to be hereafter defined. The human 
effort required in production is hired by the community under 
contracts of service, freely entered into by its citizens (proceeds 
of these contracts form part of the purchasing power at the 
disposal of citizens). The organisation of production in this 
sector is in the hands of a hierarchy of autonomous corporations, 
similar to limited liability companies in a capitalist community. 
Each production unit is an autonomous accounting body ; pro- 
duction units are grouped according to their technical nature or 
the needs of the market into trusts; the trusts are grouped 
into larger units comprising an entire industry; the entire 
congeries is suiiervised by a »Supreme Economic Council (S.E.C.) 
which has the right of inspection and audit of the entire system.^ 
Marketing may be undertaken by the producing organisations 
or by separately organised selling syndicates. Although the 
forms of capitalistic organisation are maintained, there is one 
fundamental difference in that there is fullest publication of 
output, costs, sales, stocks, and other relevant statistical data. 
All enterprises work as it were within glass w^alls. 

The problem then is how, under these conditions, prices 
would be determined (A) for consumption goods, (B) for pro- 
duction goods. ^ 

3. Pricing of Coiisumption Goods 

We will assume the existence of stocks of goods in the hands 
of the selling agencies. How they are replenished we shall 
inquire later. From the point of view of the determination of 
a demand price the rates of sup2)ly might just as well be arbi- 
trarily chosen quantities. The selling agency will sell on the 
basis of what the market will bear, raising price when stocks 
fall short and lowering it when they accumulate. In this way 

' The Supremo Economic Council of the U.S.S.R. docs not correspond exactly 
to tliis body. Tho former is really a People’s Commissariat of Industry, having 
control over manufacturing production, while other branches of economic life, 
such as trade, transport, agricultural production and finance, arc under inde- 
pendent commissariats. (Recently, tho Supremo Economic Council has been 
divided into tho People’s Commissariat of Heavy Industry and the People’s Com- 
missariat of Light Industry.) Tho body that in tho Soviet economy most nearly 
corresponds to our hypothetical S.E.C. is the Council of Labour and Defence (to 
which the State Planning Departinont is attached). 
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the statistical service of the sales agency will be able to draw 
up a demand schedule for each type of goods sold. 

The construction of demand schedules both for consumption 
and production goods will be one of the most important duties 
of the statistical services attached to selling agencies, productive 
organs and the S.E.C. itself. Theoretically, the task is a very 
difficult one, since the demand for one commodity is not a func- 
tion of its price alone but of the prices of all other commodities.^ 
Practically, the task could be solved to an approximation 
sufficiently close for the guidance of the managers of industry, 
by taking groups of more closely related commodities (com- 
posite supply or joint demand) in isolation from other groups. 
Under capitalism, demand schedules are apt to exist in the 
realm of faith rather than in that of works, ^ but within the glass 
walls of the socialistic economy they would become much easier 
to draw up. 

Except in the c*ase of a few irreproducible goods (antiques, 
works of art, out-of-print books, services of celebrated actors 
and singers), the stocks in the hands of the selling organisations 
will not be arbitrarily determined. The managers will attempt 
to keej) them at a level that will just suffice for current needs; 
as stocks are exhausted, the managers will replenisli them by 
orders sent back to the productive organs of society. These 
will deliv'er fresh supplies against payment at iin ai){)ropriate 
price (determined as in sections 4-7). These prices will enter 
into the costs of the selling organisations. Tlic latter will be so 
conducted as to reduce to a minimum the margin between cost 
and sale-price.'^ ** 


4. Pricing of Production Goods 

On the basis of the orders sent back by selling agencies the 
manufacturing organisations will be able to draw up demand 
schedules for their products. In the case of composite demand 
they will aggregate a number of dill'erent demand schedules. 
In the case of joint supply they will have a separate demand 
schedule for each product. If the proportion in which the 
joint products are obtained is invariable, these can be simply 
aggregated to obtain a demand schedule for the total output. 
If the proportions are variable, a mathematical problem is 

1 Cf. Cassel, Theory of Social Economy (new edition), pp. 139-47. 

* See, however, articles by Holbrook Working [Q. J. E., August 1925) ; E. W. 
Gilboy (Q. J. E.f August 1930); A. C. Pigou {E. J., September 1930), and the 
literature quoted in them, 

“ For price formation in a socialist economy see Cassel (op. cit.), pp. 131-36, 



1933] PRICE FORMATION IN A SOCIALIST COMMUNITY 


241 


presented which is soluble, given enough observations; this is 
to determine for each rate of output the proportions of the 
joint products for which the total receipts would bo a maximum. 

Each productive organisation will he able to offer a price 
for the goods that it uses in the i)rocess of manufacture. (In 
general, these goods will be in joint demand ; thus their prices 
will not be independent. Most of them, also, are in composite 
demand. The problem of valuation is complicated but not 
impossible.) Thus demand schedules can bo established for 
goods of higher order and, finally, for the ultimate factors of 
production (parcels of land of known area and quality, definite 
quantities of mineral and other resources, and certain numbers 
of workers registered as willing to do certain jobs — we need 
not at present assume any connection between work and pay). 

The quantities of these ultimate factors are known. We 
will assume provisionally that they are fixed. Then for each 
factor the S.E.C. will fix a price which, according to the demand 
schedule, will just ensure its full employment. Let the costs of 
I)roduction bo calculated on the basis of these figures. Then 
the productive organisations will slow down or stop the pro- 
duction of those goods where demand price is below the cost 
price and will expand the production of those goods whose 
demand price is above cost. Moreover, the various productive 
agencies will find it i)ossiblc, on the basis of possible alternatives 
in methods of production, to substitute one factor for another, 
thus modifying their demand for such factors. Ultimately, by 
a process of successive approximation, a true economic price 
for each factor will be establisned, which can then be used for 
costing purposes wherever the factor is used. In this way the 
costs are imputed from the demand for the marginal product 
and then deputed back to all other products. Also, factors of 
production will bo allotted to different uses so as to bring in 
equal returns. 

So far we have not considered the supply of factors of pro- 
duction. In the case of natural resources the supply is fixed, 
or at least independent of market changes. The siqiply schedules 
of different kinds of labour depend on the policy of the com- 
munity with regard to distribution. If it decides not to pay 
according to results, the supply of each kind of labour is inde- 
pendent of the demand for its products. The price of labour is 
in this case simply an accounting price that has no necessary 
relation to the actual income of the labourer. If, however, the 
community decides to distribute part of its income as wages for 
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work done, then each worker may be paid as wages the economic 
value of his services, as determined above, and the number of 
workers seeking work in each kind of occupation will then be a 
function of the price offered. In this case, supply schedules 
can be drawn up for each kind of labour. (See section 8.) 

Once the system has got going it will probably bo unnecessary 
to create in this way within the framework of the socialist com- 
munity a sort of working model of capitalist production. It 
would be possible to deal with the problems mathematically, 
on the basis of the full statistical information that would be at 
the disposal of the S.E.C. To determine uniquely the quantities 
and prices of a given number of finished consumption goods and 
of the ultimate factors of production that go to make them, we 
require four kinds of functions : (1) a demand function for each 
consumption-good, relating quantity consumed to price; (2) a 
function connecting unit quantity of each consumption-good 
wdth the quantities of factors used in its production (this will 
in general depend on the rate of output of the product) ; (3) a 
function for each product expressing the condition that selling 
price must equal the sum of the prices of the factors of pro- 
duction ; (4) a supply function for each factor of production 
relating quantity available with price. Now the second and 
third of these functions are a matter of technical rather than 
economic calculation and are determinable. The demand func- 
tions can be determined, given free purchase at a jirice. The 
supply functions are either of the form “ available supply = 
constant ” or arc discoverable, given free choice of occupation 
at a wage. Thus the whole thiSg could be resolved into a set of 
simultaneous equations, or, since only small deviations from an 
already established equilibrium need be considered, into a 
problem in calculus of variations.^ Given a free market at each 
end of the chain of production, for finished goods and for pro- 
ductive services, the prices and quantities that would exist if 
the intermediate goods were sold in a market can, theoretically, 
be determined. 

Ultimately then there will emerge a demand price for each 
of the ultimate production goods. These are land (with which 
all natural products, such as timber and minerals, may be 
lumped 2) and all the different kinds of concrete labour.*’^ Two 

^ Cf. Marshall, Principleft of Economics, Mathematical Appendix, Note XXI. 
G. Cassel, op. cit., pp. 139-47. 

“ For land, seo Cassol, p. 289, also Henderson, Supply and Demand, p. 100 : 
for natural materials, see Cassel. 

* For the pricing of labour, seo Cassel, pp. 362-65. 
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more things are necessary to a complete costing system. These 
are an allowance for time sjient in production (interest or dis- 
count) and an allowance for risk (in the form of a surcharge 
above the normal rate of interest). Unless interest is taken into 
account in the computing of cost it will appear equally prefer- 
able to produce either of two commodities in each of which the 
same quantity of labour and land is incorporated, although 
the case of one of them the expenditure may be spread over a 
hundred times the period of time that it is in the other. The 
community will be led to spend its resources on schemes that 
will only produce consumable goods after centuries, while in the 
meantime it will suffer penury. Unless risk is taken into account 
it will appear worth while to spend resources on any branch 
of production where there is even an infinitesimal chance that 
the product will be wanted. 

5. Interest 

To illustrate the problem of interest in a socialist community 
let us take the case of a railway that has to cross a piece of high 
ground. Either it may be built in the open with two steep 
slopes, or it may be constructed with deep cuttings and a tunnel. 
The first way involves greater cost in operation than the second 
for the whole time that the line is open : the second way involves 
a greater expenditure of labour and materials at the time of 
construction. How can the authority planning the railway 
balance the extra annual cost of operation against the additional 
once-and-for-all cost of construction? If the additional con- 
struction-cost is only five times the extra annual operation-cost, 
it is almost certainly worth while to build the tunnel. If it is a 
hundred times more, the tunnel is almost certainly not w’^orth 
while. Projected w^orks can be classified according to the 
number of “ years’ purchase ” that they require. It is obvious 
that the community should undertake first those works in which 
a present outlay saves a large annual cost before proceeding 
with those that effect a less saving. Equilibrium is obtained by 
pushing the investment of resources up to the same number of 
years’ purchase in all lines of production. The community must 
decide upon a certain number of years’ purchase (in other words 
a rate of interest) and apply it as a touchstone to distinguish 
between feasible and unfeasible undei’takings. 

To compute a rate of interest, each undertaking will draw up 
several alternative plans of activity on the assumption that 
interest is six, five, four, three, etc. per cent., the schemes at the 
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lower rates being naturally more comprehensive than those at 
the higher rates. On the basis of these schemes it will bo able 
to draw up a schedule of its demand for capital at different 
rates. The S.E.C. can then construct an aggiae^ate demand 
schedule for capital to be employed in the whole pi industry. 

Two procedures can now be followed, according As to whether 
interest-rate or quantity of accumulation is to be taken as the 
independent variable. In the first case the S.E.C. will fix a 
certain rate of interest for the year and then earmark the corre- 
sponding quantity of capital out of the total social income. In 
the second case the S.E.C. will fix the amount of capital that is 
to be raised, and then the ruling rate of interest for the current 
accounting period will be given. In either case the rate of 
interest, however arrived at, will be used for all accounting 
purposes (depreciation, insurance, etc.) and the capital will be 
supplied to undertakings in accordance with their original demand 
schedules. 

If interest is to be taken as the independent variable, what ' 
principles should be followed in deciding upon a rate of interest ? 

If Cassel’s argument in The Nature and Necessity of Interest is 
valid, then the rate of interest depends on the duration of human 
life. In an ideal individualist community accumulation would 
proceed and interest fall until the number of years* purchase 
of a perpetual income had risen to something short of the extreme 
duration of human life,^ Hci*e it is true that tlie socialist com- 
munity cannot determine the exact figure with the accuracy of 
an individualist community, balancing the attractiveness of 
perpetuities against that of ]&e -annuities. Still, no extreme 
error in valuation will be incurred if the S.E.C. accumulates until 
the rate of interest falls to, say, 2 per cent, and then keeps the 
rate of interest steady. If the tempo of technical invention 
increases or if public taste becomes more changeable, the amount 
of new capital to be raised in a year will increase *, if invention 
oi;^changes in taste fall off, the amount to be raised will diminish. 

If the amount to be saved is to be taken as the independent 
variable, then the most appropriate formula would be that of 
F. P. llamsey.2 It may be objected that the practical application 
of this formula involves the determination of utilities. Never- 
theless, this problem should not prove to bo insoluble in a com- 
munity of approximately equal incomes, given free choice of 

* See also Theory of Social Economy ^ pp. 241-45. 

* “A Mathematical Theory of Saving,** Kconomic Journal, December 


1928. 
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consumption and the sale of consumption goods at a price in 
the market. If it can be solved, even approximately, a rate of 
saving can be determined and then from the demand schedules 
of the different undertakings a corresponding rate of interest 
can be found. Changes in productivity and fashion will then be 
reflected in changes in the rate of interest.^ 

6 . Surcharge on Risk 

In a socialist community, it might be held, there should be 
no question of economic risk : economic planning should eliminate 
it. This is true of many kinds of risk. It is true of risks due to 
the simultaneous action of a number of entrepreneurs ignorant 
of each other’s decisions. But in any economy where free choice 
is permitted to consumers and to providers of services an element 
of risk is bound to exist. 

The calculation of a surcharge on risk is, in general, a more 
difficult task than the determination of a rate of interest, since 
it has to be done for each transaction or typo of transaction 
separately. In the individualist community it is largely a matter 
of guesswork — that is to say, unconscious judgment, based on 
old-standing liabit and a mass of assimilated experience. The 
socialist community might for a time make use in the same way 
of the hunch ” or ‘‘ flair ” of the trained manager of industry, 
but it should in time evolve a statistical treatment of risk based 
on the frequency distribution of sales and of price changes. 

7 . Gosling 

Prices of factors of production having been determined, a 
rate of interest and surcharges for risk having been fixed, the 
S.E.C. would have all the necessary data for establishing a 
general system of costing and control througliout the productive 
machine. It would be possible to balance the relative advantages 
of c(nnpeting methods of production and to compare the worth- 
whilencss of spending resources on alternative lines of pro- 
duction. The principle of substitution would have full ajiplication. 

Moreover, socialist costing \vouId do what individualist 
costing cannot do — eliminate or reduce the divergence between 
social net marginal product and trade or individual net marginal 
product.*^ Ignorance of economic opportunities would be elimi- 
nated by the publicity of a planned economic system. Cost of 

^ For the problem of intorost in a socialist society see Caasol, pp. 250-59. Also 
see II. D. Henderson, Supply and Demand, pp. 1-1-10, 130. 

■ See Pigou, Economics of Welfare, Part IT, Chapters I-X. 
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movement of resources would be considerably reduced and many 
movements of resources could be made unnecessary by know- 
ledge and foresight. In the calculation of costs allowance could 
be made for the items that are not included in capitalist costing 
and that bring about the divergence between the socially most 
desirable output and that which is most profitable to the indi- 
vidual firm. Thus the incidental benefits or disbenefits that an 
industry or undertaking renders to others or to the general 
amenities of the eommunity could be taken into account in the 
form of deductions from or additions to the cost of production. 
The wasting of resources that occurs under free competition, 
due to ignorance, duplication and overlapping of effort, and lack 
of standardisation, could be eliminated, without the reduction 
of output and consequent mal-distribution of resources that is 
the inevitable concomitant of capitalist monopoly. 

Socialist costing could take into account the difference 
between supply price and marginal supply price. ^ Once the 
supply schedule foi* a given commodity had been drawn up it 
would be possible to calculate its schedule of marginal supply 
prices. To the sum of costs, as determined in the ordinary 
way, small additions would be made in the ease of goods pro- 
duced under conditions of Increasing (josts; from the sum of 
costs deductions would be made in the case of goods produced 
under Diminishing Costs. The additions would go into, the 
deductions come out of, a special fund that might be called the 
Marginal Cost Equalisation Fund. I'he balance of this fund 
would be added to (or come out of, if a net deficit) the general 
income of the community. ^ 

There is the problem of gains and losses due to unforeseen 
fluctuations of demand. It would be best to price goods at a 
small margin above cost and to apply the surplus to an equalisa- 
tion fund for each undertaking. All surpluses over a certain 
percentage of annual turnover should revert to the community 
as a whole. 

Thus there is, in theory, no gi’ound for the assertion that 
a socialist community, lacking a free market for intermediate 
goods, would be unable to regulate production in accordance 
with the principles of scarcity and utility. In fact we may go 
so far as to say that only in a socialist community, where pro- 
duction can be carried on in the full light of statistical measure- 
ment and publicity, is it possible to realise the true principles of 
economic valuation. Capitalist society, with its deviations from 

* Pigoii, Economics of Welfare, Part IT, Chapter XI, and Appendix TIT. 
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equilibrium due to inequalities in individual income, to com- 
petition, to monopoly, and to the mutual ignorance of entre- 
preneurs concerning other entrepreneurs* activities, is a very 
imperfect approximation to the economic ideal. The beautiful 
systems of economic equilibrium described by Bohm-Bawerk, 
Wieser, Marshall and Cassel are not descriptions of society as it 
is but prophetic visions of a socialist economy of the future. 

8. Distribution 

It is clear that in a socialist society the return to natural 
resources, interest on capital and surcharges on risk are mere 
accounting terms. They would be calculated as described above, 
but instead of inuring directly to individuals as personal income, 
they would be paid into a general fund that would be at the 
disposal of the community as a whole. This fund might be 
called the Social Fund. (Into it would also go the balance, if 
any, of the Marginal Cost Equalisation Fund and all surplus of 
selling price over cost, not otherwise allocated.) 

It is clear that the return to labour might be dealt with 
similarly.^ Jn a socialist system there is no essential connection 
between the value of labour and the paj^ment of a sum of money 
to a labourer. For purposes of accurate costing it is necessary 
to know the value imputed to human effort from the ultimate 
consumption goods in which it is embodied; but this might be 
used for accounting purposes only, each worker being rated at a 
certain figure for purposes of time-sheets and transfers from 
one job to another, while all eyniiigs were pooled and divided 
up on some arbitrary principle — say equal incomes for every- 
body, or a system of payments according to need. However, 
this system, if accompanied by free choice of job, will lead to 
great scarcity of labour in some occupations and to a redundance 
in others, as compared with the social need for such labour. 
This system will also add to the complexity of book-keeping. 
It will probably, therefore, be simi^lest to pay each labourer the 
value of his labour. In this case free choice of occupation 
would be compatible with an allocation of labour in accordance 
with the economic needs of the community, labour being attracted 
by higher earnings to j)laces where it was in demand or being 
warned off unwanted occupations by a shrinkage in earnings. 

If obstacles to the mobility of labour were removed and if 

^ For Casnel’s view on wages under socialism, see op. cit., pp. 362-65. See also 
my article on “ The Economic Basis of Socialism ” in the Political Quarterly^ 
Septomber-Decembor 1930. 
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education and vocational training were really free and available 
to all who cared to avail themselves of them, the supply of kinds of 
labour that are to-day scarce (skilled and professional labour) 
would probably increase, so reducing the inequality in personal 
earnings. The existence of a large number of other free social 
services (medical, cultural and recreational) would further 
diminish inequalities in real income due to inequalities in money 
earnings. Finally, a steeply progressive surtax could be levied 
on all earnings over a certain amount. 

But the whole product of industry cannot be divided in 
personal income. There arc two jDrior charges on the social 
dividend. One is capital accumulation; the other is the cost 
of socialised consumption (see section 2). The obvious source for 
this is the Social Fund. If this fund is not sufficient, then a 
levy must be made on earnings. If, on the other hand, the 
Social Fund were more than sufficient to supply all the needs of 
the community for social services and capital formation, then 
the balance should be divided among the citizens as individual 
income. 


9. Foreign Trade 

So far, wo have described price formation and economic 
regulation in an isolated socialist community. Far from such a 
community’s being parasitic on capitalist states outside, in the 
sense of basing its price system on theirs, we have seen that it 
IS possible, in theory, to determine all necessary prices and costs 
in an isolated economy. We ^have now to consider how this 
community would be economically related, through imports and 
exports, to non-socialist communities.^ 

The principle of comparative costs applies to a socialist 
economy as to a capitalist one. If a good can be obtained from 
abroad in return for the export of goods whose cost is less than 
the cost of producing the first-mentioned good at home, then a 
net gain of economic welfare results from importing the good 
instead of producing it at home. This is subject to qualifications. 
For example, it is only true of costs reckoned in the long run, 
and not of short-period prices, which may diverge considerably 
from cost. It is not worth while importing goods that are 
temporarily cheap owing to a price-cutting policy, if their intro- 
duction necessitates changes in the allocation of capital and 

^ It is assumed that there is only one socialist commonwealth or, at any rate, 
that all socialist communities are linked up by a common planning and costing 
organ into a unified economic system. 
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labour at home that have quickly to be reversed again. Even 
if the imports are permanently cheap, the adjustments in home 
production may cost more than the savings eilccted by importa- 
tion. Now a socialist community can make allowance in its 
estimates of all the relevant costs (abandonment of specialised 
plant, retraining of skilled labour, etc.) and can spread the 
charge over that period of time during which equipment and 
labour would naturally bo renewed. 

Another important qualification of the comparative cost 
principle is that there may exist political reasons for not being 
dependent on foreign countries for particular products; there 
may exist social reasons for developing certain branches of 
domestic production beyond the point indicated by the principle 
of non-discrimination. In all these cases definite subsidies 
should be made out of the social income to the industries concerned 
and the ordinary calculation of costs then applied. In this way 
it will bo possible to see clearly the real social cost of such a 
policy of exclusion and, moreover, to apply quantitative methods 
to the case where, while it is undesirable for political or social 
reasons to admit a large quantity of some imported 2)roduct, 
it may be undesirable to exclude it entirely. 

But these exceptions apart, the policy of a socialist com- 
munity with regard to foreign trade should be, not free trade, 
which is inconsistent with the iirincqilcs of collectivism, but 
non-discrimination between foreign and domestic sources of 
supjdy. It is non-discrimination rather than freedom that the 
orthodox agreement in favour of “ free trade ” proves to be 
economically advantageous. A socialist community could prac- 
tise non-discrimination while protecting the homo market from 
dumping and short-period fluctuations ; it could encourage 
infant industries ; and, since there would bo within it no inde- 
pendent bodies of entrepreneurs with interests opposed to the 
social interest, there w^ould bo no danger of such protection and 
encouragement being used as a screen for monopolistic depre- 
dations. It is true that prejudice and mental inertia on the 
part of groups of producers might perhaps create a demand for 
restrictions not socially justified ; but here the “ glass walls ’’ 
of the socialist economy would make it difficult to maintain 
unreasonable discriminations. 

The question of foreign exchanges should present no diffi- 
culty. If the outside world adhered to the gold standard, the 
socialist community would have to conduct its foreign-trade 
transactions in terms of gold. The S.E.C. would have to sec 
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to it that imports were paid for by exijorts. But there is no 
necessity for the internal currency to be linked to the external. 
The conversion of one into the other would only be necessary 
for the use of travellers and for remittances between private 
individuals. The central bank would have a monopoly of 
foreign exchange and could fix what rates it liked. The greatest 
economic and administrative convenience would, however, result 
from its fixing the rate of exchange at a figure corresponding 
nearly to the true purchasing power parity of the internal 
currency with gold. This figure could be changed from time to 
tipio, as the internal value of gold varied. 

More difficult problems of foreign trade are involved in the 
case of the import and export of capital. If the rate of interest 
on long-period loans outside the socialist community is lower 
than the rate prevailing within, there is an obvious economic 
advantage to be obtained by borrowing from abroad until the 
domestic interest rate sinks to the world level. Similarly, if the 
outside rate of interest is higher than the socialist community’s, 
the latter can increase income per head by using its resources 
to finance foreign undertakings instead of domestic ones and 
consuming additional imported goods with the proceeds. Either 
procedure is economically possible. The extent to which it 
\vould be followed would probably depend on social and political 
considerations. 


10. Conclusion 

In conclusion, the writer would like to say that he believes 
he has demonstrated at any I'lte the theoretical possibility of 
an economic system based upon the collective ownership of land 
and capital, directed towards the realisation of equality of income, 
and in which there would bo room for free choice both of occu- 
pation by workers and of gratifications by consumers. Under 
such a system it would bo possible to establish an economic 
equilibrium between cost and utility and to allocate resources 
to the satisfaction of competing needs at least as well as, if not 
better than, under capitalism. 

H. D. Dickinson 

Leeds University, 



THE DIFFICULTY OF IMPUTATION 


The theory of distribution which forms part of the present 
generally adopted body of economic thought states that when 
production is carried on in conditions of free competition between 
factors of production for the highest wage and between entre- 
preneurs for labour at the lowest cost, each unit of any factor 
is remunerated at a wage equal to the value of the marginal 
net product of that factor in the industry in which it is employed, 
and that the distribution of the factor between industries is in 
equilibrium when marginal net products are equal in all industries. 
The marginal net product is defined as the value added to the 
total product of a productive group or association of factors by 
the use of the last unit of that factor : i.e. the difference between 
the value of the product when x units are used and when x — I 
arc employed. 

Marshall in dealing with this part of economic theory is, as 
always, conscious of the necessity, in his opinion, of closely 
relating theory to fact; of explaining and describing economic 
life as he saw it, and therefore he expounds the theory of the 
distribution of factors of production between different industries 
by visualising the entrepreneur in control of his business weigh- 
ing the benefits to be gained by the increased use of any factor 
against the cost of that factor.® In discussing the net product 
he says,^ “ Every business man indeed, according to his energy 
and ability, is constantly endeavouring to obtain a notion of the 
relative efficiency of every agent of production that he employs ; 
as well as of others that might possibly be substituted for some 
of them. He estimates as best he can how much net product 
(i.c. net addition to the value of his total product) will be caused 
by a certain extra use of any one agent. . . . He endeavours to 
employ each agent up to that margin at which its net product 
would no longer exceed the price ho would have to pay for 
it. . . .’’ In the specific case of the brewer he says,- . . the 
proportion of hops and malt in ale can be varied . . . the extra 
price which can be got for the ale by increasing the quantity of 
hops in it is a representative of the causes which govern the 

' Principles, 6th edition, p. 406. 

« Ibid., p. 407. 
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demand price for hops . . . the extra value thus given to the ale is 
the marginal net product of the hops of which we are in search.*’ 

In this form the theory has been generally though sometimes 
tentatively accepted as a fair representation of the working of 
an economic system of free competition. It has become estab- 
lished because, as Marshall has shown, it is a realistic repre- 
sentation of the brewer’s experience, and theoretically it is 
deducible from the fundamental properties of the theory of 
demand and supply in conditions of free competition. 

The objection raised to the theory that the remuneration of 
a factor of production must always equal the value of the marginal 
net product of the factor in conditions of free competition is 
that the sum of the products of the number of units of each 
factor and the marginal net products of those factors is greater 
than the total remuneration received by all productive groups. 
This, it is said, clearly indicates an error in reasoning. This is 
because, as Wieser has clearly shovm, the value added to the 
total product of a productive association by the marginal unit 
of any factor is the product of that unit plus some addition to 
the total product resulting from a more intensive use of the 
other factors already in the association. By the above reasoning 
both its own contribution and the product resulting from the 
additional use of all other factors are imputed to that single unit. 
Thus the marginal unit of each factor has imputed to it some- 
thing more than its own contribution : it is, as it were, its own 
contribution plus a little carved out of those of the other factors, 
which are thus counted over again. The resulting total of the 
remunerations of each unit use(i in a group must thus exceed the 
actual value of the tutal product of that group, and is therefore 
more than could, in fact, be paid. Wiescr’s terminology best 
expresses this difficulty. The true value of the contribution of 
a unit of any factor is the value of its “ productive contribution ” 
to the total product of the group, while the marginal net product 
as defined and discussed above is the “ product dependent upon 
the co-operation ” of that additional unit. The value added to 
the total product by the use of an additional unit of any factor 
could not be obtained without that unit, yet that whole value 
cannot be imputed to it because that value is the result of the 
work of that unit in co-operation with the factors already in the 
group. Wieser continues to show that the marginal utility in 
production of factors, which should coincide with their actual 
remuneration, equals their productive contribution at the margin. 
If this is so, the reasoning typified by the foregoing quotations 
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from Marshall, showing that in the normal way of business as 
well as in theory the marginal utility of a factor of production 
is the same thing as the “ product dependent on co-operation 
of the marginal unit, must be incorrect. Is this so 1 

Most writers in dealing with the theory of imputation have 
been met with this confusion, but it is often dimly apprehended 
rather than clearly stated. It would appear, fox: example, that 
Marshall was fully aware of its existence, for he says that the 
marginal net product theory is only a partial explanation of the 
forces determining the remuneration of any factor. In discuss- 
ing wages he says,^ “ This doctrine has sometimes been put 
forward as a theory of wages. In reply to any such pretension, 
it may be objected that the doctrine that the earnings of a worker 
tend to be equal to the net product of his work, has by itself 
no real meaning ; since in order to estimate net product, we have 
to take for granted all the expenses of production of the com- 
modity on which he works, other than his own wages.’’ Knight 
in Risky Uncertainly and Profit, states the difficulty very plainly,^ 
but he is of the opinion that such maladjustments would, in fact, 
be so small, the size of the comiffete productive association being 
so large in relation to a unit of any single factor, that they could 
in practice be ignored. “ When account is taken of the actual 
size of industrial society and of the ordinary unit of most agencies, 
it will be seen that the ‘ dislocation ’ is negligible ; ... in the 
typical case the error resulting from this assumption is not lai’ge 
in comparison with other inaccuracies in the competitive adjust- 
ment.” 

This handling of the problcA appears rather to be a shelving 
of the difficulty than a solution of it. It is, even, difficult to 
agree that the error would be small, as, though the error in the 
case of the marginal unit might be small, that error would be 
multiplied by as many units as are used of that factor. Since 
he defines the individual unit as being very small com])ared with 
the business, the final error must be large. 

It appears that the confusion generally has arisen through a 
failure to state clearly the assumptions on which each writer 
bases his theory, and to bear those assumptions clearly and 
continuously in mind. 

The problem of distribution in economics is founded in the 
physical law of diminishing returns or variable proportions. If 
in a productive association the quantity of one factor is fixed 
and that of another gradually increased from the smallest quantity 

^ Principles, StJj edition, p. 518. * Ptigo 110: 

s2 
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required to produce any recognisable result, the total product 
will first increase more than proportionately to the increase in 
the variable factor, then will increase, but less than proportion- 
ately, to the variable factor, and finally will positively decrease. 
At the point where absolutely increasing returns cease and 
conditions of diminishing returns set in, production is carried 
on in conditions of maximum total output per unit of the variable 
factor, or at minimum cost per unit in terms of the variable 
factor. This is to be regarded as the point of optimum pro- 
duction for the variable factor. 

Let us suppose a productive association is formed in which 
one factor is fixed and the other variable. The fixed factor must 
be conceived as being something capable only of producing one 
commodity, to be incapable of division and to be the only piece 
in existence : the variable factor must be something, say labour, 
used in all industries and completely unspecialiscd and the total 
amount in existence of which must be fixed. Whatever the 
price of labour the amount used will be such that production is 
under conditions of diminishing returns as increased quantities 
of labour are used, but the amount of labour used depends 
entirely on the rate at which returns diminish and the price 
which must be paid for a unit of labour. That amount will be 
used so that the value added to the total product by the use 
of the last unit equals the price per unit of labour. The price 
of labour will be determined by competition of all other employers 
of labour and the total supply, and whatever it is it must be 
paid by our imaginary business. The only choice left the holder 
of our rare and fixed factor of production is whether to employ 
labour and produce or not. Hence the remuneration received 
by him is the excess of the price received for his output of goods 
over the wages paid to labour. Suppose, for example, the price 
of labour falls, so that the value added to the product by the 
employment of an additional man is equivalent to the cost of 
that man, an additional man will be employed. The total value 
of the product is increased by the amount which must be paid 
him, but all the other men are paid less, so the amount accruing 
to the holder of the fixed factor has increased. Since his 
remuneration depends entirely on the price of the product, 
and the price of labour which must be deducted from the receipts 
for the product, his remuneration is a rent : it is determined by 
prices and can in no way control them. 

If all productive associations were of this type, one factor of 
a given size, indivisible, indestructible, immovable, capable of 
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the production of one thing and that thing only, and the other 
factor was homogeneous, continuously divisible, and so easily 
mobile that it was susceptible to the smallest changes of price, 
the distribution of the mobile factor would be such that it would 
be used in each industry up to the point where the value of the 
product added by the use of the marginal unit was equal in all 
industries, and the remuneration of the factor would equal this 
marginal net product. The remuneration of each of the immobile 
factors would be rents varying as the demand for their products 
varied, and the total income of all productive associations would 
equal the sum of the rents of those factors plus the marginal 
net product of the mobile factor multiplied by the number of 
units into which it was divided. 

It will be perceived that in these conditions the remuneration 
of the mobile factor, labour, is determined in exactly the same 
way as the marginal net product in Marshall’s reasoning outlined 
above. Marshall and all who reasoned on these lines were 
actually dealing with precisely this situation, only it was not 
clearly defined and shown to be such. He talked of a business 
organisation, in one case a brewery, with all its plant, barrels, 
drays, etc. so organised that they formed a complete indivisible 
unit specialised to the single purpose of brewing beer, and to be 
retained as a single unit despite any variations in the price of 
beer for the period under consideration. 

The economic system is thus regarded as a scries of such 
organisations, competing for the use of variable factors, or weigh- 
ing one variable factor against ^nother, one only of them to be 
used at that time, and thus, as in the case of our example, the 
variable factor is remunerated according to the added value 
resulting from the use of the marginal unit in each industry. 
That is, the whole of the value dependent upon its co-operation 
at the margin is imputed to it, but all the other factors, for the 
period under consideration, are not remunerated according to 
their marginal value as determined by free competition, but 
share a rent which accrues to them jointly. How that rent is 
shared between the component parts of each separate organisation 
depends entirely on contracts or agreements made at a previous 
time, but these cannot affect in any way the total amount of 
the remuneration to be so shared. This is the situation existing 
in the short period when production can be varied only by 
increasing or decreasing the more fluid f actons in an association. 
In the short period the remuneration of the more fluid factors 
is equivalent to their marginal net product. 
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Now let US turn to the hypothetical case of production when 
all factors employed are mobile and continuously divisible. Let 
us suppose production to be the result of two factors, land and 
labour, of which the quantities in existence are fixed. We must 
assume also the other static conditions of fixed demand schedules 
and unchanging technique. Let the land be divided into a 
number of very small pieces in the same way as the labour force 
is divided into a great number of individuals. No land or 
labour is to be specialised to any particular industry, but both 
arc to be equally suitable for the production of any commodity, 
according to the movements of demand. Sales arc to follow 
immediately upon production, no stocks are to be accumulated, 
and thus the demand for the factors will continually change as 
the demand for products varies. In these conditions both factors 
will be remunerated at a price determined by the competition 
of various uses for them, and there will be no productive materials 
of any kind whose remuneration is a rent. How, in these con- 
ditions, is the due share of each unit of both factors in the total 
product of industry to be imputed ? 

For any given quantity of one factor, say land, which may 
be ut?ed we have seen that there is a given quantity of labour 
for which the cost of production in terms of labour is at a minimum 
for that quantity of land : at this point the optimum amount of 
labour is being used. For whatever sized piece of land is chosen, 
supposing for the moment land to be free, there is a given quantity 
of labour which will yield a certain product at a minimum cost. 
In setting up a productive association it would be foolish to use 
either more or less labour because cither would raise the cost 
of the product per unit in terms of labour. When the size of 
the association can be continuously varied according to change 
in demand or in the price of labour, the amount of land used 
would be varied, and production carried on witli a new optimum 
quantity of labour. 

From the physical nature of the processes of production in 
each industry it will be possible to construct a table showing the 
optimum quantity of labour for use with gradually increasing 
quantities of land for that industry. In the same way if a fixed 
quantity of labour can be selected and the amount of land apjilied 
continuously varied, a second table could be obtained showing 
the optimum amounts of land to be used with a scries of fixed 
quantities of labour of increasing size, to produce at a minimum 
cost per unit in terms of land. 

If land and labour can both be expressed in terms of a common 
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measure, as in price, it will be possible to construct sets of tables 
or scales for any given prices of the two factors, one of which will 
show the amount to be spent on labour for any given amount 
spent on land, and the other the amount to be spent on land 
for any given expenditure on labour, in order to produce at 
minimum cost per unit in terms of expenditure on labour and 
land respectively. As the amount spent on land increases, that 
on labour will decrease, and vice versa, though the rate would 
be different for each industry and method of production. It 
will therefore be possible to find a point on the two scales which 
gives the same combination of expenditure on land and labour. 
This will be the optimum combination giving production at a 
minimum cost per unit in terms of money for those prices of the 
factors of production. 

When each productive association is using an optimum 
combination of factors giving minimum cost of production at 
the ruling prices of the factors it will have no inducement to 
vary the amounts of any factor used. But in adapting itself to 
any price-ratio of the two factors with which it may be pre- 
sented, each association will alter its combination, using more 
of the relatively cheaper factor and less of the relatively dearer. 
The total demand of all associations for each factor at the given 
prices may be greater, equal to or less than the total quantities 
of each available. If it is greater, the price of the factor will 
rise through the endeavour of each unit to get as good a price 
as possible : if it is less, the total quantity of the factor will not 
find employment, and by competitive action the price which any 
unit will be willing to accept w8l be lowered. Thus, through the 
actions of the factors there will be a further change in the price- 
ratio to which Ctacli association will again have to adjust itself. 
Thus a final position of equilibrium can onl)^ be achieved when 
each association is using an optimum combination at the ruling 
prices, and the jn’icc-ratio is that at which the total quantities 
of both factors can find employment. 

In this conception of economic society as consisting of an 
infinite number of continuously changing groups, the remunera- 
tion of each factor cannot be determined by the marginal net 
product or “ product dependent on the co-operation of that 
factor at the margin. You cannot measure or compare the value 
added to the output of a combination by an increased use of one 
of the factors, because as the quantity of one is increased the quan- 
tities of each of the other factors in the association will change ; 
the old combination will vanish and a new one take its place. 
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In a state of equilibrium in this society the remuneration of a 
unit of each factor must be equal to its productive contribution 
at the margin over the whole industrial field. In each productive 
association the total remuneration paid each factor equals the 
“ productive contribution ** of one unit multiplied by the number 
of units of the factor, and the total remuneration received for the 
output of all associations will equal the sum of the amounts 
received by each factor. This is the position arrived at by Wieser 
when he states that ^ “ The productive contribution, then, is 
that portion of the return in which is contained the work of the 
individual productive element in the total return of production. 
The sum of all the productive contributions exactly exhausts 
the value of the total return.” 

If a sufficiently long period is taken, all factors become com- 
pletely mobile between industries, and hence in the long period 
the remuneration imputed to each factor tends to equal its 
productive contribution at the margin when used in conjunction 
with all other factors over the whole industrial field. 

M. Laws 

^ Wiesor, Natural Value, p. 8K, Maoniillan, 1893. 



SOME OBSERVATIONS ON THE LAST EIGHTEEN 
MONTHS IN JAPAN 


In September 1931, as the immediate result of the almost 
simultaneous oeeurrence of two cataclysmie events — ^tlie departure 
of Great Britain from the Gold Standard and the explosion on the 
South Manchurian Railway — Japan found herself faced with a 
flight from the yen. During 1930 she had returned to gold at 
a time when the difficulties of adjusting her price-levels to the 
new conditions were particularly marked, ^ but in spite of growing 
hardship among the farmers, generally depressed business, and a 
slight trickle of gold from the Bank of Japan, which began in 
July 1931, there was no widest)read fear for the future of the 
currency. After September, however, the competition of the 
depreciated pound in Far Eastern textile markets and the pros- 
pects of increasing demands for Government expenditure on 
military operations led to huge speculative investments in dollars 
and a consequent reduction in the Bank’s specie reserves from 
815 million yen ^ (at par, about fSLo mn.) at the end of August, 
to 543 million yen at the end of November. The deflationist 
Government naturally became increasingly unpopular with the 
military and dollar buyers, and the first act of the new Govern- 
ment, which was formed on the J 3th December, was to replace 
the gold embargo. 

Both business men and politicians then expected that during 
the next twelve months the political change and the undefined 
“ positive ” policy of the new Government would have four main 
results. These were : 

1. Steadily increasing Government expenditure on the army, 
navy and farm relief, leading to large budgetary deficits. 

2. No increases in taxation to meet these deficits, but a series 
of Government bond issues. 

3. A consequent inevitable heavy inflation of the note-issue 
leading to a fall in tlie internal value of the yen. 

^ See G. C. Allon, “ The Last Decade in Japan,” Economic History, January 
1933. 

• Where not otherwise mentioned, the figures used in this article are based 
on statistics published by the Bank of Japan. 
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4. A corresponding further heavy depreciation in the overseas 
value of the yen. 

Such appear to have been the prevailing expectations at the 
time, both in Japan and abroad, and it is the purpose of this 
article to examine the extent to which they have been fulfilled 
up to date (mid-April 1933) and to suggest some possible con- 
clusions from the course of events. 

While immediately after the imposition of the gold embargo 
there was a sharp rise in many wholesale and some retail prices 
in Japan, much of this was only short-lived. It was the last 
expectation which was fulfilled to a most disconcerting degree. 
During the next twelve months there was, with brief intervals, 
a continuous excess demand for foreign currencies.^ 

The course of the yen was as follows, in spite of the operation 
from July onwards, of a law for ‘‘ The Prevention of Expatriation 
of Capital.’* 


Tokyo Average T/l\ Hates, 



Now York, 

$ iKjr 100 yen. 

London, 

Shillings per yon. 

June 1931 .... 

49-4 

8 , d, 

2 0*3 

November 1031 

49-4 

2 7-3 

January 1932 .... 

35-8 

2 0-9 

June 1932 .... 

30-3 

1 7-9 

December 1932 

20-7 

1 31 

April 14, 1933 a 

21*3 

1 2-8 


* Quoted by Mitsubi hi Bank, Ltd., Tokyo. 


Such an unprecedented depreciation made the 20 per cent, fall in 
the exchange which followed the great earthquake of 1923 appear 
comparatively small, and fears were widely expressed that Japan 
would soon bo following in the footsteps of post-war Germany. 

^ While, of coiii-so, this demand was tho result of very many different kinds 
of actions by business men and others, it may be of interest to record those 
which were particularly noticeable in Japan (note that tlio greater part of 
Japan’s foreign trade contracts are in dollars or sterling) : 

The speculative purchase of dollar oxchango by banka anfl tlioir customers. 

Tho heavy purchase of imports, particularly raw cotton and wool, three to 
six months ahead of tho normal time. 

An increased rate of repayment of smns owed abroad. 

Tho holding back of export bills from the market by exporters, and tho 
collection and deposit of tho proceeds abroad. 

The purchase of long-term foreign currency securities and the almost com- 
plete stoppage of borrowing from foreign coimtrios by Japan. 

Increasing Government payments for military and naval supplies from the 
mainland and elsewhere. 
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The first and second expectations, Budget deficits and con- 
sequent bond issues, began to be realised early in 1932, as the 
needs of the military and farmers became more pressing. Neither 
the now Government nor its successor, which came into office in 
May, introduced any increases in taxation. Payments to the 
national debt sinking fund were suspended, and during the period 
from January 1932 to March 1933 the excess of Government issues 
over redemptions amounted to more than 1,000 million yen. The 
Budget for 1933-4 provides for the issues of at least another 1,000 
million and further issues during 1934 -5 seem inevitable.^ 

So far, therefore, three of the four expectations have been 
realised in full measure. Revenue for next year will barely cover 
half the Budget expenditure ; the deficits are being met by record 
bond issues, which arc likely to raise the level of the State and local 
government debts in April 1934 about 30 per cent, above that of 
December 1931 ; and the gold value of the currency unit has 
been more than halved. 


Japan, Debts of State and Local OoveminenU, 

(Tliousand luilHoii yen.) 



titute Government Bonds. 

Local Government Bonds. 


Internal. 

i External. 

Internal. 

External. 

Outstanding on - - 
December 1931 

4-6 

1-5 

1-5 

0-2 

March 1932 . 

4-7 

1-5 

1-5 

0-2 

December 1932 

5-2 

1-4 

L6 

0-2 

(March 1934, prob- 
able figure) 

6-7 

^ 1.4 




Except for tho March 1934 (Estimate, wliich is based on the Budget proposals, 
those figures are taken from the Montlily Report of the 'J\>kyo Chamber of Coin- 
inoroo and Industry, Docoinbcr 1932. 


But it was monetary inflation which was expected to bring 
about a fall, both in the internal and external value of tho yen, 
and the decline in the exchange rate took place, mainly in anticipa- 
tion of this internal depreciation. When, liowevor, the leading 
monetary statistics are examined, an unexpected situation appears. 
The following figures show the trend of note circulation and 
deposits over the period. The position at the end of 1930 is given 
for purposes of comparison. 

^ Total ©atimatod expenditure for 1933-4 is 2,300 million yen, of which 
approximately 820 million is for the fighting services and approximately 360 
million is for emergency relief works. (Figures published in Japan Advertiser^ 
January 24 and 27, 1933.) 
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Bank of Japan Notes, 

Net circulation. 


(Thousand million yen.) 

At end of — 

December 1930 . 

1-41 

December 1931 . 


, 

1*31 

June 1932 . 


. 

Ml 

December 1932 . 



1-37 

March 1933 



M3 

April 14, 1933 . 



103 


The Bank has the sole right of note-issue in Japan Proper. 

Deposits in all Banks in Japan. 


(Thousand million yen.) 



Cash 

Deposits. 

Special Cur- 
rent, Public 
and Other 
Deposits, j 

1 

Time 

Deposits. 

Postal 

Savings. 

. . 

Total. 

At end of — 
December 1930 

! 

1-86 

2-63 

700 

2-35 

13-9 

December 1931 

1-66 

2-36 

0*95 

2-02 

13G 

June 1932 

1-50 

2-46 

6-71 

2*88 

13-5 

December 1932 

l-(j9 

2-61 

0-87 

2-70 

13-9 

February 1933 

1*59 

202 

6-95 

2-70 (Jan.) 

13-9 


(Under Cash Deposits I have included Current Deposits and Deposits at 
Notice ; under Time Deposits^ Fixed and Savings Deposits ; the Special Current, 
Public and Other Deposits are partly Time and partly Cash Deposits.) 


The note circulation lias shown no increase apart from the 
seasonal and also somewhat inflationary rise in December last 
year.^ During the early parf ^ of 1932 almost every kind of 
business was depressed, but as the effects of the depreciated 
exchange were felt in the export trades and the military and relief 
expenditure started to grow, the circulation steadily recovered. 
Since the end of the year it has either been declining or stationary, 
from week to week. There has thus been no very great or pro- 
longed expansion of the currency since the embargo, though the 
slow deflation which started in 1929 lias been kept in check. 

The Cash Deposits show a similar movement to the note 
circulation and are perhaps a fairly good index to the state of 
industrial activity, particularly as the use of cheques by private 
individuals is not so widespread in Japan as elsewhere.^ Time 
Deposits fell off during the first six months of 1932 owing to the 

^ The fiduciary issue of the Bank was raised in July 1932, from 120 mn. to 
1,000 mn. yen, and this enabled the Bank to keep in circulation the existing 
quantity of notes, with a smaller gold backing. 

* See Keynes, Treatise on Money, Vol. I, ch. 16, and Vol. II, ch. 24. 
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transfer of funds by cautious depositors to the Postal Savings. 
In August an announcement was made that the Postal Savings 
rate would be reduced in October from 4*2 per cent, to 3 per cent, 
and a re-transfer took place. The Special Current Deposits, 
which represent about two-thirds of the second column of dei)osits, 
are really Savings Deposits which are withdrawable by ]>ass-book 
(not by cheque) on demand. The Public Deposits have naturally 
increased at a time when the funds at the disposal of the Govern- 
ment have been expanding. The total quantity of Bank Money 
has therefore only slightly increased, while the Savings Deposits 
and Government Deposits are resj)onsiblc for the greater j)art of 
the growth. 

An estimate of the “ crude velocity ” of the Cash Deposits, 
calculated according to the methods of Mr. Keynes, is as follows : ^ 


(Million yen.) 


Year. 

1 Total Bank 

Clearings. 

Cash Deposits in 
! all (^Icjaring Banks i 
at Olid of yoar.“® | 

1 

1 “ Crude Velocity ’* 

of Cash Deposits. 

1926 1 

89,128 ! 

i 1,491 1 

GO falling prices 

1927 

02,048 

1,488 

42 banking panic 

1930 

/) 1,280 

1,259 ' 

4 1 deflation 

1931 

45,982 i 

1,134 j 

11 

1932 

52,013 I 

1,187 i 

1 

44 “positive*’ policy 


^ Complete figures of monthly deposits are not easily acuossible at the moment. 


If these figures can be accepted as a rough guide, the velocity of 
the Cash Deposits was perhaps a little over that of the i)revious 
year, but even so it was only slijiitly above that of 1927, when 
Japan was undergoing her famous banking crisis. 

If the bond issues have not resulted in any increase in tlie 
monetary circulation, they must either have attracted fimds away 
from investment in other directions or they must have used funds 
Avhich would otherwise have been idle. Tlie table which follows 
shows that probably it is the second alternative which has so far 
been effective. 

The fall in advances, the reduction of the discount rate to the 
lowest point it has ever reached and the increased lending at call, 
although the day-to-day rate has fallen to less than half of its 
level eighteen months ago, together point to the existence of money 
readily available to take up the bonds. These, of course, would 
help to swell the banks’ holdings of investments. With funds 
increasingly plentiful the prices of Government bonds have risen. 

1 Keynes, Treatise on Money, Vol. II, ch. 24, 
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All Banka in Japan. 


(Thousand million yen.) 



Total 

Bank 

Deposits 

(excluding 

Postal 

Savings).^ 

Ad- 

vances 

and 

Dis- 

counts.^ 

Call 

Loans. 

Invest- 

ments. 

Deposits 
with 
other 
Banks 
and Cash 
in Hand. 

Bank of 
Japan’s 
Discount 
Rato.* 
%p.a. 

At end of — 
December 1930 

11-6 

no 

0-23 

4-9 

1-6 

51 

December 1931 

110 

no 

0-21 

4*8 

1-5 

0-0 

Juno 1932 

10-7 

10-7 

0-26 

4-5 

1-4 

51 

Docernbor 1932 

11-2 

10-4 

0-38 

5-2 

1-5 

44 

February 1033 

11-2 

10*2 

0-37 

5-4 

1-4 

44 


^ Postal Savings aro invested by the Deposits Bureau, an organisation speci- 
ally founded for the purpose, in State and Local Government Bonds, Poroign 
Government Bonds and special approved loans. 

* Includes Ordinary Loans, Loans on Bills, Ovordraft-s and Discounts. 

® All short-term rates of interest fell steadily during the second half of 19112 
and long-tei*m rates began to follow suit in the last (juarter of the year. 


The “ Kogo ” 5 per cent. Governinont Bond, for oxaiiiple, the 
price of which averaged 92*5 during is now being quoted 

at 99*4. The recent 4J per cent, issues have been made at 96 J.® 

The course of certain price indices, production and capital 
investment give some duo to the existence of these surplus 
funds. The table on p. 265 shows the wholesale price movements 
of commodities representing a large part of Japan^s international 
trade. 

The course of import prices during 1932 was rather what wo 
should have expected — a steady'' rise which did not keep pace with 
the exchange depreciation owing to the world fall in commodity 
prices which took place during the period. The rise was checked 
soon after the depreciation stopped. Imports appear to be now 
from 40 to 80 per cent, dearer than before the embargo, according 
to the commodity (diosen. The yon prices of the exports, how- 
ever, actually fell during the first half of 1932, and it was only 
when the exchange depreciation was becoming extremo that a 
boom began. Early in 1933 the trouble in America brought down 
silk prices almost to their pro-embargo level and the world demand 

* Mitsubishi Economic Research Bureau; Monthly Circular. 

® In spite of issues of over 500 million yon and a dwindling note-circulation, 
since the New Year, the Finance Minister was able to st-ate on April 12 that 
“ Private banks have more cash on hand than at any time sinco the year-end 
eettlements. Private deposits in the Bank of Japan aro also the highest since 
the year-end. I*rivato banks and largo institutional investors accordingly have 
been forced to keep their funds employed by buying Government bonds.” JafKJin 
Advertiser, April 13, 1933. 
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Tokyo. Average Monthly Wholesale Prices of Leading International 

Trade Products. 

(Based on figures published by the Bank of Japan.) 





Imports. 




Exports. 










1 

Cotton 


1 


i 

03 

i 

•H 

'o 

o 

CO 

A 

Silk Cloth 
(hdbutae). 

Manu- 

factures. 


6 

1 

4^ 

1 

& 

O 

M 

o 

pH 

O 

1 

Value c 
in tern 
Yen. 

ha 

% 

» 

Yarns. 

Shirt- 

ings. 

Aug. 1931 

100 

100 

100 

100 



100 

100 

100 

100 

100 

Dec. 1931 

120 

111 

105 

111 

19-20i 

114 

99 

97 

97 

90 

June 1932 

117 

125 

108 

121 

— . 

163 

78 

86 

91 

92 

Dec. 1932 

184 

175 

162 

157 

19-20 

239 

1.55 

135 

167 

178 

March 1933 . 

180 

168 

147 

138 

m-\o 

(Fob.) 

226 

111 

109 

150 

146 


^ There are no available figures of raw wool prices in Japan. The prices in 
th(j table are in (Australian ?) ponco per lb., ex Australian warehouse.* The cost 
to Japanese mills must have varied with the Australian (or sterling?) exchange 
rate. 

* Mitsubishi Economic Uosoarch Biu*eau ; Monthly Circular. 

for Japanese cotton manufactures began to show signs of inability 
to absorb the increasing i)roduction without a substantial fall in 
prices. Though the silk market in America may recover to some 
extent fairly soon, tariff news from India and China points to a 
further decline in demand. It can bo realised that with the terms 
of trade changing in this way, traders are not in the mood for 
expansion .2 

During the short boom periad, the increased yen value of 
international trade does not seem to have caused much demand for 
more bank credit. Many imports were bought speculatively 
several months before the depreciation became severe, when 
trade was slack. Also, it seems that an abnormal proportion of 
the proceeds of the exports were kept abroad and used to purchase 
further imports. This was particularly easy for the huge family 
units which control the greater part of Jajian’s foreign trade and 
manufacture, and as long as the excliange continued to depreciate. 
Also, during 1932, as compared with 1931, the total value of 
imports only increased by 15 per cent, and that of exports by only 
22 per cent., a small rise compared with the heavy fall which had 
taken place in the previous tw'o years' trade. 

In domestic trade, apart from the ‘‘ munitions " and relief 

* A detailed study of this period might give a substantial inductive verifica- 
tion of Prof. Taussig’s Theory of Dislocated Exchanges, “ International Trade,” 
Part III. 
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indjistries, which consist largely of the steel, engineering, chemical 
and soldiers’ equipment industries in the one case, and the cement 
industry in the other, the atmosphere has on the whole been one 
of depression and prices have been stationary or falling.^ In 
spite of the increased employment given by the Government loan 
expenditure, the index of factory employment rose during the 
year from 73 to only 77 (1926 = 100). Later figures are not 
available. The Mitsubishi Research Bureau’s index of wholesale 
prices of domestic consumption goods moved as follows : ^ 


(1913 100.) 


August 1931 . 



. 108 

December 1931 

. 


. 1G3 

June 1932 


, 

. 150 

December 1932 



. 166 

Fobmary 1933 

. 


. 167 


The Bank of Japan’s retail index, which includes a number of 
international trade goods, rose from 130 in November 1931 to 
146 in February 1933, an increase of about 12 per cent. Although 
the values of shares of most kinds have risen substantially, the 
figures of new capital investment ® showed a fall of about 20 per 
cent, during 1932 as compared with 1931, and several leading 
industries are operating at only from 50 to 75 per cent, of capacity. 

The causes of this depressed outlook for trade and the con- 
sequent tendency to accumulate surplus funds are, of course, due 
to the continuation of the causes which brought about the pre- 
embargo domestic and world depression, but in addition the 
uncertain domestic and international political situation has 
repeatedly prevented a growtirof “ bullishness ” at home. The 
Stock Exchange Rcpcjrts, month after month, contain references 
to the uncertain outlook in Geneva, China, U.S.A. and last but 
not least at home. During the period, the Tokyo Exchange, for 
example, has had to close down on four separate occasions for a 
total of thirteen days, owing to domestic or international crises. 

^ A few industries have gained from the proteulion of tho falling exchange 
against competing imports ; but as most of tho country's imports are raw materials, 
food-stuf[s and semi-manufactured goods which either cannot yet be produced 
in Japan in largo quantities or only at very high cost, this was not of groat 
importance. . 

* Mitsubishi Economic Research Bureau ; Monthly Circular. 

® These figures give “ now incorporations, capital increases and bond issues 
involving amoimts over 100 thousand yon, definitely planned by banks and 
joint stock companies in Japan, her colonics and S. Manchuria.'* Tho figures 
are issued monthly by tho Bank of Japan. I'he March 1933 figures show a 
large rise owing to the formulation of plans for railway extension in Manchuria. 
The extent to which these will result in new bond issues is not clear. 
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The immediate future of the present Government is also much 
discussed at the moment. 

With these conditions in mind, it can bo understood that the 
bond issues have so far been easily absorbed. Almost all the 
issues have been taken over in the first place by the Bank of Japan, 
and the Government Deposits have correspondingly increased. 
As the Government has spent the proceeds, its deposits have 
decreased, but in the meanwhile the “ Other Deposits ” of the 
Bank, which largely consist of idle balances of the ordinary banlis, 
have tended to increase, and these, as well as the surplus deposits 
held in the ordinary banks, have been used to purchase the bonds 
from the Bank of Japan as soon as it is willing to sell. 

The Government spends the proceeds of the issues in four 
main ways. First, they have been used for the purchase of army 
and navy equipment and munitions and have brought about a 
rise of prices in the steel, engineering and chemical industries and 
have, to some extent, prevented further falls in other industries. 
Secondly, supplies of these goods have been bought on the main- 
land, or from foreign countries and, in so far as this has been on a 
largo scale, it must have encouraged the exchange depreciation. 
Thirdly, the undertaking of relief work has helped the cement 
industry, increased the employment of labourers and also acted as 
a check on falling prices. Lastly, any money which has been lent 
to farmers to pay off their debts to private individuals or firms has 
probably tended to return to the banks as Savings Deposits, where 
it becomes available for new bond issues. 

There are thus two leading fq|tures of the present position in 
Japan. In the first place, instead of the expected sequence of 
Budget deficits, bond issues, inflation, rising prices and exchange 
depreciation, Japan started with a violent exchange depreciation 
which has been capable of keeping at bay for only a few months 
the depressing effects of the prevailing economic and political 
conditions. Secondly, the “ positive ” policy is increasing the 
country’s investment in certain directions, but the exact aims of 
the policy are uncertain and its economic results cannot be 
estimated. This uncertainty has naturally discouraged other 
forms of investment and the expected inflationary rise in price- 
levels has not materialised. ^ 

As in most countries to-day, it is, in Japan, impossible to see 

^ The yen may thus at present appear to be greatly under\^alued in terms of 
other currencies, but any signs of a big movement in the olohange are likely to 
bo met by “ pegging ” operations by the Government Banks, and the attempted 
enforcement of stricter Exchange Control legislation. 

No. 170.— VOL. XLIII. 
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ahead reasonably clearly oven a few weeks, but unless the world 
depression lifts fairly rapidly, or the United States* demand for 
raw silk quickly develops, or the political outlook becomes less 
ytfgue, it is quite possible that the Government will bo able to 
obtain internally sufficient funds for its policy for several months 
to come without raising price-levels. The increasing total of 
interest payments can also, of course, be met for a short time 
without difficulty. 

Whether the bond issues will slow down in the fiscal year 
1934r-5; whether the Government’s investment will ever yield a 
direct economic return, and if so, how soon ; whether the policy 
will result in China becoming a more settled or more unsettled 
market for Japan; these are, at the moment, largely political 
questions. 

Tokyo University of Commerce, N. Skene SMfTii 

April 17, 1933. 



REVIEWS 

The Means to Prosjierity. By J. M. Keynes. (Macmillan & (.'O. 

1933. Pp. 27. 1,9.) 

La nouvelle brochure de M. Keynes a justcmeiit souleve dans 
le inondc entier, le plus vif interet. Rien do ce qui sort de sa 
plume n’est indifferent. L’union d’unc imagination constructive 
dhine rare puissance avee une cl arte d’exposition lumineuse, sont 
trop exceptionnelles, pour ne pas susciter la plus sincere admira- 
tion, meme, lorsque commo nous, on ne pent adherer au fond 
memo de ses idees. 

Le plan de M. Keynes consiste a associer deux suggestions 
souvent faites deja : (1°) la misc en train de travaux publics 
internationaux, et (2'^) une augmentation dcs credits inter- 
nationaux par augmentation des reserves des banquos d’emission 
au moyen de ‘‘gold-notes.” Le but poursuivi est naturellemcnt 
d’obtenir enfin cette haiisso des i)rix vers laquelle tendent 
aujourd’hui le.s ('ITorts do tons les gouvcrnemeiits en depit d'cchecs 
constamment repet6s . 

Les travaux imblics projetes devront etre internationaux^ 
parce qiie des travaux purement nationaux risqueraient de 
provoquer dans les pays qui les entreprendraient dcs importa- 
tions croissantes do marchandisoi|, ct, par suite, de boulcverscr 
lour balance des Coinptcs. Or, il s’agit dans la i)ensee de M. 
Keynes, d’associcr une balance commerciale favorable a une 
augmentation du travail dans chaqiic pays, deux resultats qui, 
jusqu’ici n’ont jamais etc obtenus simultanemcnt. En memo 
temps, cos travaux oxigeront une large extension do credit, et, 
pour la provoquer, il faut commei\cer par accroitro les reserves 
des banquos d’omission. On Tobtiendra en remettant a ces 
banques des “ billets-or ” variant avec le montant de lour en- 
caisse. Le chiffro maximum pour chaque banque ne dei^assera 
pas 450 Millions de Dollars. Le maximum do remission totalo 
s’cleverait a 5 Milliards. Ces billets-or scraient emis contro 
remise a chaque banque do titres de chaque gouvernement dont 
le remboursement or serait garanti par ceux-ci. Ces billets-or 
ne pourraient, du reste, circuler qu’entre les Tresorcries et les 
banques d’emission. 11s seraient oxclusivement destines a sorvir 
do couverture a remission par chaque banque d’un nouveau 

T 2 
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montant de ses propres billets. Les billets-or ainsi garantis 
pourraient servir, non seulemont a faciliter la mise en train des 
travaux publics, mais a Tacquittemcnt des dettes internationales, 
au retablissement de Tequilibre budg6tairo, a raccroissement 
des credits commerciaux, etc., etc. Gr&ce a eux, par consequent, 
seraient resolus la plupart des problemes qui nous angoissent a 
rheure actuelle : problemes do dettes inter-gouvemementales, 
de dettes privees gelees par les accords de Stillhalt, des deficits 
budgetaires, etc., etc. Bien entondu, ces emissions auraient 
pour condition, la stabilisation do chaque monnaie vis a vis de 
Tor a un taux aussi voisin quo possible d'une parite definitive. 

Voila done resolus par une methode simple la plupart des 
problemes soumis actuellement a la Conference ficonomique 
Mondiale. 

Malgre tout le talent avec lequel elle est exposee, nous ne la 
croyons pas efficace. Qui croira tout d’abord qu’unc augmenta- 
tion nouvelle des encaisses des banques d’emission soit vraiment 
necessaire on France, en Angleterre, aux !6tats-Unis, en Suisse, 
en Hollaiidc ? Ces encaisses sont plus que suffisantes pour servir 
de base aux plus larges credits ... si seulemont ces credits 
etaient demandes! Qui pourrait d’autre part Recorder au- 
jourd’hui a des billets-or garantis par les gouvernements, la 
moindre confiance, alors qu’a Theure actuelle les clauscs-or in- 
scrites dans les contrats les plus solcnnels n’ont, aux yeux des 
gouvernements et meme, des banques d’emission aucune efficacite 
en cas de devaluation monctaire. La chute du dollar et les 
consequences qu’on en tire, ^ennent de montrer, une fois do 
plus, la fragilite de tellcs clauses devant la pression d’unc raajorite 
de debiteurs impatients de sccouer le poids do lours dettes. Qui, 
enfin pourrait croire apres les experiences faites pendant trois 
annees consecutives aux fitats-Unis comme on Grande Bretagne, 
qu’une simple augmentation de moyens de credit pourrait agir 
sur le dcveloppemont de la criso ? Les methodes d’ “ open 
market policy ” comme remede a la crise, ont fait une faillite 
retentissante conformement, du rcste, a tous les precedents 
historiques. S’il est une th6orie quo Texperience a definitivement 
condamnee, e’est bien cello qui croit pouvoir provoquer par 
Taugmentation des moyens de credit, une demande accrue des 
moyens de credit. 

Quant aux travaux publics, sans parlor des difficultds budg6- 
taires que soulevo leur mise en train; il est trop Evident qu’ils 
ne feront qu’enlever au march6 des capitaux indispensables aux 
entreprises priv6es. Ce ne sont pas les capitaux qui font d6faut, 
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c’est la demwndes des produits d un niveau de prix correspondant 
d Vetat actuel des revenus et des forces productives. Nous assistons 
a une formidable readaptation du niveau mondial des prix conti*e 
laquelle les medecins de Tficonomie sont, on realite, quoique 
qu’ils no veuillent pas en convenir, totalement depour vus d*action. 
Get ajustement correspond a un assainissement devenu inevitable 
h la suite des plus formidables abus de credit que le monde ait 
connus. II est trop clair que si Ton veut augmenter la demande, 
le seul moyen artificiel qui soit a notre portec, est une inflation 
agissant directement sur le pouvoir d^achat des consommateurs, II 
faut dire clairement si e’est cette inflation-la quo Ton souhaite. 
Son effet sera de diminuer la charge des dettes privees et publiques 
suivant une methode que tous les siecles, sauf le 19eme, ont bien 
connue, et qui paraissait definitivement condamnee. Mais, si 
cette methode est efficace pour reduire les dettes, ellc n’a ricn 
de commun avee un rclevcment des prix-or dans le monde. Ce 
rel^vcment des prix-or, ni les particuliers, ni les gouvernements 
ne disposent d’aucun moyen pour le realiscr. Une inflation 
generalisee no peut aboutir qu’a une diminution des prix-or, et 
non pas a une augmentation de ces prix. Ricn nc sort, a notre 
avis, do dissimuler cette vevite evidente, que tous les efforts des 
gouvernements pour creer une inflation nouvelle, n’aboutiront 
qu’a transferer les charges du passe des debiteurs aux creanciers. 
II serait plus sincere et plus franc do declarer ouvertement que 
tel est le but poursuivi, comme viennent de le fairo les fitats-Unis. 

A notre avis, ce deplacement des charges pout se faire par 
des methodes moins dangcreuses que des methodes monctaires. 
Celles-ci aboutiront simplementi a augmenter rincertitude et 
Tanxiete actuclles et a retarder une reprise economique dont 
nous voyons heureiisement des aujourd’hui des signes precur- 
seurs, qui traduisent une fois de plus cette puissance spontanee 
de recuperation qu'Adain Smith a si justemeiit remarquee, force 
de recuperation qui agit “ en depit des fausses prescriptions des 
medecins ” et qui est encore la meilleure garantie de sante du 
corps social comme du corps liumain. 

La sculc contribution serieuso quo la volonte liumaine piiisse 
apporter a cette recuperation est la stabilisation, par chaque 
pays ayant des reserves-or suffisantes, de sa ])ropre monnaie et 
la diminution generale des restrictions au commerce international. 
Si Ton ne laissait pas le monde entier en suspens par les hesitations 
que Ton manifeste au sujet le ces deux mesures, nous n*en serious 
pas au point oil nous sommes aujourd’hui. 


Charles Rist. 
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Recovery, By Sir Arthur Salter, K.C.B. (Bell. 1933. Pp. 

306. 55.) 

It is now nearly a year since the appearance of the first 
edition of Sir Arthur Salter’s mdely-reaS review of the political 
and economic scene. In that the author gave his diagnosis of 
and prescription for our major ills, repeated substantially un- 
changed in this new and cheaper edition. Indeed Sir Arthur 
comments, in a new introduction, on the fact that in only one 
important respect does his text require to be modified. The 
reparation question, of which he then offered a solution, is settled. 
For the rest, apparently, the world has been content to read and 
admire his book and to proceed unmoved along paths whose 
disastrous destination that book so eloquently portrays. 

Sir Arthur secs the economic depression mainly as the result 
of the inability of the old order of private initiative and enter- 
prise to adapt itself to the strains now imposed upon it, and as 
cruelly aggravated by a financial crisis which also is the result 
of trying to make machines do work for which they were not 
designed. In particular he describes the breakdown of the gold 
standard in a world in which debtor-creditor relations have been 
violently changed by uneconomic liabilities and in which it has 
become fashionable to sterilise gold contrary to all the old rules ; 
and he advocates a good dose of reflation to give the right start 
for a currency of managed gold. He repeats the sadly familiar 
talc of the breakdown of foreign lending, illustrating from his 
own wide experience some of the ugly political bargains associated 
with foreign loans in the bad fid days. He pleads for a settle- 
ment of war debts which would imitate at least two of the 
principles of tluj Lausanne reparation agreement, namely, a long 
moratorium and a drastic reduction of totals. In a chapter 
devoted to tariffs and commercial policy he reviews the melancholy 
course of history since the World Economic Confenmee of 1927, 
and gives valuable practical suggestions how the policy of individual 
states might be directed into channels more consonant with the 
liberal trade policy which, he reminds us, is unanimously applauded 
as the best course for the world as a whole by the entire body of 
expert opinion ; discussing particularly the possibilities of limited 
regional agreements for freer trade and the double-edged character 
of the most-favoured-nation clause. And he looks forward to a 
more conscious planning of economic activities to bo evolved 
from national and international cartels and representative 
Economic Councils with a definite official status. Finally, in the 
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last third of the book he turns from economic to political issues, 
estimating in a brilliant review of events since the treaty-making 
of Versailles what are the chances of a peaceful future for the 
world. 

Inevitably the effect of this book is to concentrate attention 
rather on the peculiar features of the present depression than on 
those which it has in common with its predecessors. Sir Arthur 
opens with a very short analysis of the course of the business 
cy 9 le and then devotes the rest of his pages to contemporary 
history. It is possible that some economists, while endorsing 
every word of his comment and criticism of that history, will 
feel that this method of treatment may distort the true proportions 
of the case in the mind of the non-cconomic public. Three- 
quarters of the book is devoted to exposing the fearful effects 
produced by applying the wrong remedies to a patient who is 
mortally ill. It docs not follow, of course, that if we discard 
these remedies the patient will quickly recover or that if we had not 
applied them he would never have been ill ; but some of Sir Arthur’s 
readers will probably jump to this conclusion. Tliey may run 
away with the idea that if it had not been for lestrictions on 
international trade, and for war debts and reparations, we should 
all be swimming merrily in a rising tide of prosi)erity ; and this, 
at least on one reading of the structure of our economic sy^stem, 
is gravely misleading. 

It should be added that the book bears on every page the im- 
press of a mind whose essential humanity and breadth of outlook 
have been enriched and not, as so often, contracted by many years 
of official experience. Its genu^cly international quality is, for 
example, admirably illustrated by the author’s sympathetic 
presentation of the divergent attitudes of mind inspiring con- 
temporary British, French and German policy on disarmament or 
in the days of Locarno. Indeed of the whole it may be said 
shortly that the book lias two outstanding merits. The author 
can feel ; and he can write. 

Bakbaua Woot^on 

The Functions of Money. By Leonard Alston. (Macmillan 
& Co. 1932. Pp. viii d- 139. 55. net.) 

These three chapters, “ English Monetary Habits,” a descrip- 
tion of banldng in England, “The Changing Value of Money,” a 
dissertation on the causes and effects of movements of prices and 
proposals for controlling them, and “ Money, Capital and Human 
Activities,” an examination of the connection between money and 
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economic progress, must have made interesting lectures, if that 
was their origin, as the description of the author on the title-page 
as “ University Lecturer ” at Cambridge suggests. Instructive 
too, provided the audience were sufficiently sceptical not to 
accept everything without question ; and they would not have 
the usual excuse for not questioning, “ We could not understand 
much of it, so no doubt it was all right,’* for Mr. Alston does not 
wrap truisms up in equations, and possesses the quality of intelligi- 
bility which seems to be dying out in economic expositions. 

He raised high hopes in my mind by saying in his Preface that 
with regard to the monetary theory of the moment he felt inelined 
to call out, like the child in Hans Andersen, “ But the King has 
nothing on.” These hopes were, however, soon dashed to the 
ground. He is really a most faithful follower of the reigning 
school. With it he allows himself to be confused by the different 
meanings of saving.” He can only think of three ways in which 
Crusoe can accumulate, and all three involve either consuming 
less or working harder than before, and his application of this 
to the “ emergence of a nation’s capital ” (p. 114) assumes that 
either extra ” toil or abstinence from “ customary ” consump- 
tion is required. In fact, of course, just as an individual in our 
society begins to save or “ put by ” because his earnings or other 
items of income have risen without any increased exertions on his 
part or any reduction of his consumption, so both Crusoe and 
societies begin to accumulate because their productive power 
and their output have risen, and not because they have given extra 
toil or diminished their customary consumption — more probably 
they will have concurrently redi^ed their toil and increased their 
consumption, though they will not have increased it as fast as 
their production. Want of recognition of the fact that the 
“ abstinence from consumption ” which is said to be requisite for 
accumulation is not reduction of customary consumption, but 
merely abstention from consuming the whole of income, leads 
Mr. Alston into undue complacency with the persons who want 
a perpetual “ favourable balance of trade ” alias a perpetual 
export of capital without any return. Seeing that the exporta- 
tion has involved no reduction of consumption and thinking it 
has involved only a loss of leisure, Mr. Alston regards the loss as 
trivial. But of course more leisure is not the only alternative 
to exportation of capital; the labour and machinery employed 
in producing the exports might have been employed either in 
producing more goods and services for home consumption or in 
producing new equipment situated at home instead of abroad. 
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If we had not paid so much for the construction of railways in 
Russia and lost it all, we could have fed or educated ourselves 
better or built better houses or constructed the Severn barrage. 

Moreover, Mr. Alston has not the least desire to explode the 
reigning theory that the Big Five and “ some fifteen minor banks ” 
have “ created out of nothing ** a vast mass of some substance 
which they call “ bank money.” Ho only wants to quarrel with 
the reigning theorists because he sees that they sometimes at any 
rate admit that the banks have been entrusted with something 
or other by the world outside them. He belabours Mr. Robertson 
and even Mr. Keynes (pp. 17-18) for seeming to countenance the 
very common belief of those who have credit balances at banks, 
that they are for the time allowing the bank to dispose of 
“ resources ” or “ savings ” which they might have dealt with 
otherwise. Why he thinks this belief unfounded it is difficult to 
discover. He asks whether “ in using ” bank-notes we “ can be 
said to be placing resources at the disposal of the Bank,” and 
assumes that the answer will be in the negative, whereas the 
proper answer obviously is that whoever gave the Bank gold, 
or property in Threadneedio Street, or securities, in exchange for 
the notes, “ placed resources at its disposal,” and the holders of 
the notes have since voluntarily refrained or been restrained by 
Act of Parliament from presenting the notes and withdrawing the 
resources. The only other semblance of an argument produced 
is the statement that “ a simultaneous demand from all holders 
of current accounts that they should bo given in visible bearer 
money one-fifth of what is due to them would bring every bank 
down with a crash.” But whit of that? The fact that the 
resources are not in a form which will at once meet a demand 
which really occurs does not show that they have not been placed 
at the disposal of the banks. I remember that about 1904 I 
broke one of the biggest of the fifteen minor banks by presenting 
a cheque for £5 and asking for sovereigns. The resources of the 
bank were temporarily unavailable, because the clerk in charge 
of the sub-office had forgotten to bring the usual parcel of gold 
from the office nine miles away, but the bank had received the 
resources all right. Still less does a bank’s inability to meet at 
once a demand which does not in fact occur show that it has not 
had resources equal in amount placed at its disposal. A footnote 
to the passage (p. 18) asks it the doctrine of resources is equally 
true “ of a perfectly counterfeited set of currency notes,” and 
assumes a negative answer; but of course the answer is in the 
affirmative. The forger who issues the notes gets resources in 
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exchange for them, though he fraudulently shifts any obligations 
undertaken by the notes on to the shoulders of the bank by 
which they purport to be issued. 

To anyone who believes that the banks do not get resources 
from their customers it must seem very odd that they should 
ever pay any interest on the money which has (not?) been put 
at their disposal by those customers. It is not surprising, there- 
fore, to find Mr. Alston taking an attitude of violent hostility to 
the payment of interest by the twenty banks, or rather to the 
payment of what is known as “ deposit interest ** in London and 
places following the London practice, for he says nothing about 
the interest on current accounts paid even in a large part of the 
area served by the twenty banks. To the ordinary mind not 
obsessed with belief in the creative powers of banks the deposit- 
interest system seems a reasonable arrangement by which cus- 
tomers are induced to leave with the banks sums which they 
happen not to require till a few weeks or months have elapsed, 
and which are in excess of what they and the banks agree to be 
sufficient for their current accounts. But Mr. Alston regards it 
as an arrangement by which the customer exacts “ a sort of 
blackmail fee ” from the bank. The “ blackmailer ’’ actually 
has the temerity to say, ‘‘ If you don’t pay mo some interest, I’ll 
not let you have the use of my money.” The payment is “ to 
the detriment of the community because the 20 millions or so ” 
annually paid compels the banks to charge more for loans, and 
holds up the rate at which the Government can borrow. 

Oddly enough this attack is on p. 23, opposite a page on whicli 
Savings Bank customers appeal^to demand interest on their 400 
millions without any moral stain on their characters, and without 
in the least raising the rate at which Government can borrow. 
Apparently the Savings Bank depositors do put “ resources ” at 
tj^e disposal of the Post Office and Trustee Savings Banks, and 
these resources are then passed on by the Savings Banks to the 
Government, and 400 millions of the National Debt is thus really 
owing to the customers of those banks through the mediation of 
the banks. But if these same customers were attracted by the 
invitations to small depositors displayed in many of the windows 
of the branches of the twenty banks, and withdrew the whole or 
any part of the 400 millions from the Savings Banks and put the 
sum into the twenty banks, which would take over the Govern- 
ment securities so far held by the Savings Banks and pay interest 
to their new customers, then Mr. Alston would regard these 
formerly respectable savings-bank depositors as having become 
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transformed into blackmailers, whoso blackmail would be paid by 
an addition to the rate of interest paid by private and public 
borrowers ! 

The climax is reached when Mr. Alston decides that “ there is, 
of course, no social justification ” for deposit interest “ any more 
than there would be for our claiming interest from the Issue 
Department and the Mint for notes and coin that we guaranteed 
to keep locked up in our money-boxes.” He evidently overlooks 
the fact that any bank of issue not tied up by legal requirements 
of metallic cover and any mint issuing token coins of low intrinsic 
value would find it very good business to pay a small rate of 
interest to people who could be trusted to lock up or destroy 
their issues. 

The apparent contradiction between the doctrine that cus- 
tomers’ credit balances are not resources placed at the disposal 
of the banks and the doctrine that those same customers “ black- 
mail ” the banks by threatening to withdraw them can perhaps 
bo explained by tlie fact that Mr. Alston regards the threat as 
mere bluff foolishly swallowed by the banks. In this ho is merely 
working out the natural conclusion of the reigning school’s belief 
that banks -the banks that are banks— “ create deposits.” If 
the transfer of 400 millions from the Savings Banks to the twenty 
banks would be a creation of 400 millions of deposits by the 
twenty banks without any volition on the part of the persons 
who own the 400 millions, it is impossible to see why the banks 
should bo the k^ast alarmed by the suggestion that if they paid 
no interest, their customers would take good care to let them have 
much less “ resources,” alias m%ey to lend out and invest. If 
banks can “ decide,” as the reigning school often say, “ to increase 
deposits,” they can surely decide that deposits shall not diminish ; 
they need have no fear of their customers cither lending or invest- 
ing direct or resorting to any of the numerous agencies other than 
banks which are intermediary between lenders and borrowers. 

As a final example of Mr. Alston’s inability to see the real 
character of his King’s garments wo may take his very mild 
attack on the account of the relation between result of saving up 
money in banks given in Mr. Robertson’s Money (pp. 94-5). 
Relying on the premiss that ‘‘nobody, broadly speaking, except 
shopkeepers, railway booking clerks and similar repositories of 
petty cash can put anything into the banking system which was 
not there already,” so that there will be no increase of aggregate 
deposits giving the banks more money to lend or invest, Mr. 
Robertson argues that in the absence of high policy on the part of 
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the banks, “ the daily stream of money coming on to the markets 
will bo reduced, and this will cause a fall of prices, which will 
enable the non-abstentionist part of the community to buy with 
its money-income all that it used to buy, and also what the 
abstentionist part now refrains from buying (both for consumption 
and investment) ; and so, he concludes, “ the intended thrift has 
all gone to waste and failed to benefit trade and industry in any 
way/* Mr. Alston’s only objection to this is that it does not show 
that any harm has been done, since the non-abstentionists have 
gained all that the abstentionists have lost. It does not occur to 
him to question the premiss on which the whole is built. No 
doubt he sees that if Mr. Robertson gave orders that half his 
income was to be paid to Mr. Alston on loan till further notice, 
Mr. Alston paying him only a small “ blackmail fee called deposit 
interest,” Mr. Alston would have more money to lend or invest, 
and that this would bo true even if there were twenty Mr. Alstons 
and five million Mr. Robertsons, and the Alstons held themselves 
out as ready to accept all that the Robertsons liked to lend them. 
But he accepts cheerfully the doctrine of the reigning school, that 
if the Alstons call themselves bankers, and the Uobortsons call 
themselves depositors, this will no longer be true. He agrees 
that bankers are not, as was once supposed, a class of persons who 
hold themselves out as ready to borrow all that is offered them, 
in the expectation that they will be able to lend or invest most 
of it at a profit on the whole, and who are naturally prone to lend 
and invest more when more is brought to them. Instead of that, 
they are the one class to whom the rest of the community 
cannot, however much it wishef*, lend anything more than they 
have “ already.” And a fortioriy I suppose, if nobody can lend 
them anything more than they have, nobody can transfer income 
or capital to them by way of gift or bequest (supposing anyone 
wanted to, which is unlikely, but worth considering as a theoretical 
possibility). “ Curiouser and curiouser,” the inhibition on the 
public’s power to lend and give is supposed to be imposed some- 
how by the introduction of those written orders to pay which are 
called cheques, since the use of such orders appears to be the 
criterion which distinguishes the banks which art banks from 
the savings banks and other banks which are only so-called. At 
present, when the savings banks use a cumbrous system of deposit 
books and warrants, the inliibition does not apply to them, but if 
they managed to introduce a cheque system no one except 
repositories of petty cash could put more into them than is 
there already ! Edwin Cannan 
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The National Income, 1 924-3 1 . By Colin Clark, M. A. (London : 

Macmillan & Co. 1932. 8vo. Pp. x + 167. Ss. 6d.) 

In an article contributed to the Economic Journal in 1931, 
the author of this further study of British statistics gave the 
readers of the Journal a sample of his quality. The more 
detailed work now published is a particularly welcome indication 
of the existence of a body of real students eager to utilise the 
increasing quantity of information that is gradually becoming 
available regarding our national affahs, work, wages, output of 
industry, etc., etc. The present writer has wished, when reading 
the book, that it had been given a more generous allowance of 
space — and of time for bringing together information available 
to-day and the lack of which has hampered the author. His work 
is particularly welcome as a contribution to the interpretation of 
the data of the Censuses of Production, as it is clearly desirable 
that this should not be left to the official publications in which 
the data appear. 

Mr. Clark has shown us how these data can be used to prepare 
a series of surveys of vital importance to those engaged in public 
affairs. Ho presents us with figures prepared to represent the 
aggregate productive output of the country year by year, its 
composition according to major industrial groups and according to 
the purposes to which it is applied. His concluding chapter 
presents a series of calculations aimed at the determination of the 
year-by-year variation of certain quantities needed to give reality 
to some of Mr. J. M. Keynes* monetary formulae. 

All this is of very great interest, and in many ways remarkably 
stimulating, particularly in indicating the uses that might be 
made of the classes of information dealt with, if it were available* 
promptly, and on a fully representative basis. To illustrate, the 
existing indices of production comjiiled in this country are used, 
and quite properly so in the absence of the ideal data, "as if they 
had attained the representative character and precision ot calcula- 
tion doubtless desired by their compilers. In actual fact, a fuller 
co-operation of industrial and commercial organisations is needed 
before we can feel a high degree of confidence that the relations 
deduced are fully demonstrated. If the importance of full and 
complete trustworthiness in these indicators of industrial move* 
ments should, as a result of Mr. Clark’s work, be more fully 
realised, and the bases of the calculations be broadened, by greater 
willingness of those controlling the information to produce it, the 
service rendered in the preparation of this book would be of much 
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greater moment than the conclusions suggested by the collation 
of the existing partial information. 

Mr. Clark, as those who have encountered him will be aware, 
does not hesitate to challenge the results reached by other students 
in the field with which he is concerned. He presents for 1924 an 
aggregate number of wage-earners at work smaller by about a 
million than the number resulting from the studies of Sir Josiah 
Stamp and Dr. Bowley, and proposes an aggregate wage payment 
in that year some £200,000,000 smaller than the figure which they 
estimated. The manner in which the material is presented by Mr. 
Clark renders it not quite easy to be confident whether the inter- 
pretation of the words ‘‘ wage-earner ” and “ wages ” may not bo 
at the bottom of the dispute, or at least a main element in it. 
There is no doubt that the numbers of workpeople insured against 
unemployment in various industries, as published by the Ministry 
of Labour, can be reconciled with relevant Census of Production 
data on the hypothesis that part of the clerical staff, separated in 
the Census of Production Kejiorts from the ‘‘ operative staff,” is 
covered by the total of insured persons in the trade. The dis- 
cussion in tlxe book before us ap])ears to treat all clerical and 
technical staff, as well as the administrative staff, as ‘‘ salaried.” 

As a result, in the main if not entirely, of the divergence 
regarding the Jiggregate of w'ages, JTr. Clark reaches a total 
national income for 1924 roughly £300,000,000 smaller than that 
resulting from the Stamp-Bowley calculations. His total is thus 
10 per cent, ftoallcr than that reached by the present writer. It 
does not appear worth while tf^iing up space in this review by 
discussing whether the available data arc readily capable of an 
interpretation yielding this modest degree of divergence. It may 
tiot be inappropriate to note that, while Mi\ (lark reaches an 
estimated net output of industry for the year 1930 greater than 
that of 1924 by soraex\'hat iiiifler 2 per cent., the results of the 
actual survey for 1930, availa])le at the time of writing, though 
only partially so when Mr. (lark was desirous of using them, 
indicate an aggregate net output for '1930 smaller than that of 
1 924 by roughh^ 3 per cent. 

Mr. Clark complains of certciin shortcomings of official statistics, 
which have been explained at such places as the Jlo,>'al Statistical 
Society meetings, and, as he is not alone in his dissatisfaction, a 
word regarding them may not be wholly superfluous. One of 
them is the date of issue of some of the results of the 1924 (Census. 
It is clear from various figures in the book that its author was able 
to make use of data appearing in the last of the 1924 volumes to 
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be issued (cf. for example p. 92), but that is not the answer to his 
complaint. He, and other complainants, cannot fail to be aware 
that the importance of ‘‘ economy ’’ in departmental expenditure 
has interfered with the programme of work that. would otherwise 
have been done. 

An Appendix, the last of six, is devoted to emphasising the 
divergences between industrial classifications used in the publica- 
tions of different departments. It would have been easy, in 
Cambridge, to learn the essential reasons for such divergences if 
public statements elsewhere had been overlooked. The character 
of the documents which serve as the material to be classified in 
the different offices concerned renders it imi)ossible to ensure any 
close and detailed comparability of the classifications of the 
industrial groups with which a mass of workers are associated. 
The purposes of the Population Census, of the Inspection of 
Factories and Workshops, of Unemployment Insurance, of the 
Grouping of Income Assessments and of the Census of Production 
dictate the kind of information called for in each case, and those 
who fill up the various forms would almost certainly express dis- 
content with additional questions aimed at rendering parallel 
classifications feasible. The officials of the departments concerned 
have not spared themselves in their efforts to reduce to a minimum 
the unavoidable divergences. 

That some errors, or misprints, should occur in a book of this 
type need not be matter of surjmse. Those on pp. 124-25, in 
which the weighting of indices of price movement for consumption 
goods and for output as a whole .^re concerned, leave it doubtful 
whether the last of these figures on p. 124 or some of the fourteen 
others has suffered, and what relation the first line of p. 125 bears 
to the last of the preceding page and the last of the same page. 
Such oversights jirobably have no importance in determining such 
a utility of the calculations i^reseiited as lias been suggested above. 

A. W. Flux 

Purchasing Power and Trade Depre^ssion : a critique of under- 
consumption theories. By E. F. M. Durbin. (London : 
Jonathan Cape. Pp. 198. Gs.) 

Mr. Durbin’s main object in this book is to review ci*itically 
the various forms of the theory that the trou])Jes of industry are 
due to an insufficiency of the incomes of consumers to purchase 
its products ; but he is also naturally enough led on to comment 
on weightier constructions — those of Dr. Hayek and Mr. Keynes 
— and to outline a tentative and eclectic trade cycle theory of his 
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own. On the critical side his main conclusion is that the under- 
consumptionists ” err through ignoring the elficienoy of saving in 
reducing the costs of production, which brings it about that a 
constant rate of saving can be maintained without causing malaise ; 
but he concedes to them that an increase in the rate of saving will 
be liable to lead to diflSculty, since the consequent fall in profits 
in the consumption trades will, in accordance with the principle 
of derived demand, damp down the increased demand for capital 
goods which might otherwise be expected to arise as a result of 
the increased saving. For various reasons this depressing influence 
will be likely to outweigh and outstrip the stimulating influence of 
the fall in the rate of interest, and thus to produce an “ excess of 
savings over investment ” and a condition of general depression. 

The purely destructive part of this analysis is of uneven value. 
Mr. Durbin deals effectively enough with the crudities of Lt.-Col. 
Powell and Major Douglas, but the elaborate sophistries of Messrs. 
Foster and Catchings require to be analysed at greater length if 
they are to be made intelligible at all, while the treatment of Mr. 
Hobson’s position is extremely perfunctory. The positive thesis 
of the innocuousness of a constant rate of saving is, within its 
own limits, cogently and ingeniously built up, though here (as 
also in the later chapters of the book) I feel myself that Mr. 
Durbin’s argument gives insufficient attention to the technical 
obstacles which the use of large, discontinuous and durable instru- 
ments of production and transport places in the way of industry’s 
power to make steady use even of a steady rate of saving. The 
demonstration of the possible ^jamage caused by an increase in 
the rate of saving is also, in my judgment, sound : as is Mr. 
Durbin’s instinct in rejecting the temptation to explain the occur- 
rence of “ the crisis ” along these lines, though the reasons which 
he gives for doing so (p. 100) do not seem to accord with his own 
figures given three pages earlier. 

Mr. Durbin’s own trade cycle theory is a peculiar compound 
of those of Dr. Hayek, Mr. Keynes and Mr. Hawtrey, with some 
added features. The initial cause of trouble, he holds, is the 
attempt, in the interest of “ price-stabilisation,” to prevent saving 
from producing its natural effect of a fall of prices : the “ crisis ” 
itself is a purely monetary phenomenon : while the obstinacy of 
depression is largely due to thd fact that the industries producing 
capital goods have become so swollen as the result of successive 
inflations that they are more or less insensitive to such increases 
in the derived demand for their products as can be brought about 
by engineered increases in consumers’ incomes. There seems to 
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me much force in this last contention, though it is not easy to 
reconcile with the view previously expressed (p. 150), that this 
same over-development of the capital-making industries renders 
it peculiarly easy for inflationary conditions to develop. Indeed 
it is never very clear whether Mr. Durbin’s objection to measures 
designed to increase consumers’ purchasing power in time of 
depression is that they are ineffective {p. 162), or that they are 
pernicious in themselves (p. 168), or that while theoretically sound 
they are likely in practice to be carried on too long (p. 171). Mr. 
Durbin’s own preference is for allowing the excess capacity in the 
capital-making industries slowly and painfully to disappear, and 
taking great care never to recreate it. For some weighting of 
the scales in favour of Stability and against Progress there, is, I 
think, as a policy for the future, much to be said, though it would 
be hard to prove that it would have been unequivocally beneficial 
in the past. 

This is an engaging book — afresh, modest, independent and 
stimulating — and not much fuller of inconsistencies than most 
writings on the same theme ! There is rather a large allowance 
of misprints, some of which are peculiarly damaging to the sense 
— ‘‘produce” for ‘‘ imrchase ” (p. 26, 1. 11), “changed” for 
“ charged ” (p. 40, 1. 14), “ or ” for “ as ” (p. 76, note, 1. C), a 
redundant “ not ” (p. 91, I. 1), “ to ” for “ from ” (p. 132, note, 
1. 3). This subject is difficult enough in all conscience without 
‘ such extra hurdles ! 

D. H. Robertson 

British Monetary Policy. By fIederic Benham, B.Sc.(Econ.), 
Ph.D. (P. S. King. Pp. 116. 56*.) 

Dr. Benham wrote this book at the request of Prof. Paly] to 
explain how Great Britain came to suspend gold payments, the 
consequences of this action, and possible futui*o policy. The 
abandonment of “a tradition of over two hundred years ” was 
due to a refusal to “ face the facts,” with the result that the world 
depression has been “ prolonged and deepened,” and the remedy 
“ in short ” is again to “ face the facts ” — by making a speedy 
return to gold. For Dr. Benham still dwells in that “ imaginary 
academic world ” of conservative bankers and City editors where 
necessary adjustments follow “ automatically ” from a “ sound ” 
policy on the part of the Bank of England. As he wrote in 1931, 
advising us to Go Back to Gold : 

“ I have learnt to love the way a flexible economic system 
responds to oha»nged conditions. I resent all attempts to 
No. 170. — VOL. XLIII. H 



284 


THE ECONOMIC JOURNAL 


[JUNE 


hamper and distort the smooth working of this system . . . 
because I should like to see the real world correspond more 
closely to this beautifully-working imaginary world, without 
‘ economic frictions.’ ” 

Unfortunately, Dr. Benham’s conception of the duty of the 
actual economic system rests upon an illusion that the recent fall 
in prices should have been a natural ” one, duo to ‘‘ technical 
progress,” and that our failure to adjust sheltered prices and costs 
to the fall was therefore the real cause of disequilibrium. 
But though it is true that “ the natural adaptation to technical 
progress is to aUow the prices of goods produced more cheaply to 
fall ” — ^relatively to others, ..this docs not mean that all prices can 
fall fb everybody’s benefit. For our total net product is equi- 
valent to our total income ; if the one be ‘‘ allowed to fall ” the 
other is diminished also, and this reducing process will continue — 
so long as it is regaj’ded complacently. Such a decline as occurred 
after 1924 does not mean that costs of primary products were 
falling relatively to those of finished goods — if this were so the 
primary producers would not mostly be bankrupt — but that the 
amount of money available relative to the increasing supplies 
of commodities was diminishing, and the most sensitive prices 
were therefore forced down. Thus if the fall in prices was not 
“ natural ” but merely due to an artificial relation between the 
supply of free gold and other commodities, or to the notions of 
certain ^nkers that prices ought to be continually falling, then 
our failure to adjust was not obstructionist but realistic, in that 
it aggravated the trouble and (fcuw attention to a pernicious and 
intolerable pressure. 

Dr. Bcnham hopes that he takes a detached view ; there seems 
to Kim — 

“ no reason why the rentier should not share in the benefits 
of increased production, since after all these are partly due 
to the savings he provides. ...” Yet — “ the ethical 
grounds for making the rentier share in the sacrifices demanded 
by the slump are doubtful ... he was not compensated for 
the war-time inflations, and if the United States had not 
inflated, prices would have been falling and his real income 
rising during the last decade.” 

It is interesting to learn that Dr. Benham considers a fixed 
yield should really mean one which allows tho bondholder to 
participate in any increase of profits. But the natural tendency 
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is for the value of services to increase as technical costs fall, so 
that the proceeds of technical advance are shared among the 
factors of production concerned, instead of giving uncovenanted 
benefits to creditors and increasing the burden of debt. Why 
should the rentier class escape the consequences of violent catas- 
trophes to which all others are subject? And would our real 
income really have been increasing if prices had been falling 
steadily throughout the last decade, instead of slowly until 1929 
and violently afterwards? The answer to all who think like 
Dr. Bonham is that if prices are “ allowed to fall,” the desirable 
increase in production docs not materialise. Carl Snyder’s figures 
for production in the United States during the forty years before 
the War show that for the first half of this period (1877-96), with 
prices falling, production per head actually fell by 16 per cent., 
whereas for the second half (1896-1915), with prices rising, it 
rose by 50 per cent. It is true that “ an inflationary boom cannot 
continue indefinitely,” though the argument (p. 73) as to why a 
break occurs is not at all convincing, but Dr. Benham makes no 
distinction between a sudden boom and a slow upward recovery 
in prices, though the latter gives none of those “ large and certain 
gains to speculators ” which he so deplores. 

The only reason offered for supposmg that our action in giving 
up gold has intensified the depression is that had we “ faced the 
facts,” and raised bank rate to 10 per cent., “ prices might have 
remained stable or risen ” ! Dr. Benham’s sense of realities is 
sufficiently displayed in his emphasis on the seven “possible 
dangers of inflation,” of which |||ie last — that it might prevent 
“ further desirable wage reductions and liquidations ” — is the most 
astonishing. For the real danger is precisely this “ alternative ” 
he recommends so enthusiastically — “ facing the facts ” — i.e. 
accepting a preposterous fall in prices as “natural,” and sub- 
mitting to a reduction of incomes at a time when there is every 
reason except human stupidity that they should be increased. 
Let us “ liquidate and have done with it,” says Dr. Benham, that 
is, let us present people whose assets are liquid with immensely 
enhanced claims on the product of industry ! A pleasant prospect 
for the rest of us. 

As is usual with Dr. Benham’s work, his case is carefully 
constructed and clearly argued. Of the twelve chapters, that on 
the Balance of Trade, in which he distinguishes the various uses 
of this unsatisfactory term, should be helpful to students. 

Geoffrey Biddulfh 

u2 
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Economics of a Changing World, By H. V. Hodson ; with a 
preface by Sm Arthur Salter. (Faber and Faber. 1933. 
Pp. 287. Is, U,) 

Mr. Hudson’s main contention is that to-day either the world 
needs less interference, or it needs more interference, in economic 
affairs : either we must have a return to nineteenth-century 
freedom, or else a measure of centralised economic planning. 
But his book is much more than a plea for the renunciation of 
ineffective compromises. It is at once an unusually interesting 
review of current economic theory, and an unusually clear account 
of recent economic history. He may justly claim, too, that “ it 
presupposes little or no previous knowledge.” Nevertheless, his 
book is petliaps likely to appeal more to those with some economic 
training than to the man in the street. True, the analysis is all 
there. The man in the street has all he needs to solve the mystery ; 
but he will sometimes find Mr. Hodson easier to read than to 
understand. Indeed, at one or two points even his fellow- 
economists may find him a trifle hard to follow. 

In particular, in Chapter V, which otherwise forms an admir- 
able introduction to modern monetary theory, Mr. Hodson seems 
to mo nowhere to explain with sufficient clearness (at any rate for 
the non-academic reader) the nature of the connection which 
exists between movements in the price level on the one hand, and 
the relation between the rate of saving and the rate of investment 
qn the other. It is clear, however, that his general position is 
very close to that of Mr. Keynes. He is careful not to claim any 
great significance for the symbolic analysis of pp. 116-18 : indeed 
all he has done is to differentiate Mr. Keynes’ second fundamental 
equation, and the result which he obtains seems to me to confirm 
his earlier opinion (pp. 96-7), that mere differentiation with 
respect to tijiic does not get one very far. The fundamental 
equations are truisms, no more and no less than the old quantity 
equation, and their differentiation cannot make them otherwise. 
(Incidentally a printer’s error has crept into the second funda- 
mental equation on p. 119: the sign before the second term on the 
right-hand side should be a plus, and not a minus.) 

In Chapter VIII Mr. Hodson passes from theory to policy. 
As regards the practical problem of stability, his conclusions are 
sensibly tentative; but from the theoretical point of view, 
stability must surely mean equality between the rate of saving 
and the rate of investment. Now Mi^. Hodson rightly remarks 
(p. 223) that, if productivitj^ls increasing, the preservation of this 
equality will demand a fall in the price level. It is all the more 
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curious, therefore, that two pages later on he should define 
stability in terms of the constancy of some jmee index — ^and justify 
this definition as a means of ensuring stable business conditions. 
In a stationary economy one can see the point of this. But if 
Mr. Hodson’s “ changing world ” means anything, it means 
increasing productivity. And with increasing productivity a 
stable price level can only become inflationary. 

There is one other small point where Mr. Hodson is hard to 
follow. That an income tax levied on profits does not, in fact, 
have much effect upon the cost of production, most economists 
would agree. But Mr. Hodson does not seem to me to give the 
right reason for this conclusion. He argues (p. 251) that where 
marginal cost exceeds average cost, a tax on i)rofits which owe 
their existence to this excess cannot affect supply price' : for such 
jirofits are in the nature of a rent. But If we do* not confine 
ourselves to enterprise with special advantages, it is cVWent that 
profits may be a payment necessary to elicit its supply ; the 
problem therefore turns upon the elasticity of this supply. But 
Mr. Robertson has already discussed this matter (Journal, 
XXXVII. pp. 566-81, Dec, 1927). 

Mr. Hodson has written a stimulating book. To choose only 
a few examples, his remarks on tariffs (Chapter III), on over' 
production (Chapter V), on consumers* credit (Chapter VI), and 
on other forms of n('gativc saving (Chapter VI 1) could scarcely 
have been better put. Among other topics he deals with the 
ctlrrent state of c^-clical theory, the world economic crisis, and the 
philosophy of public finance : while in his last chapter he touches 
on the problem of population llid the present position of Mal- 
thusianism. Perhaps the most striking passage in the book is 
that which occurs at the end of Chapter VI, where he discusses the 
various kinds of unemployment, and the possibility of having a 
number of different “ levels of equilibrium.’* It is difficult to see 
how the policy of the trade unions can prevent the preservation 
of equatlity between savings and investment by a determined 
monetary authority; but if rates of money wages are inelastic, 
the price of this equality may turn out to be continued unemploy- 
ment. Even if we do succeed in curing the trade cycle — and on 
this point Mr. Hodson preserves a wise scepticism — we may still 
have to cope with a problem of long-period unemployment. 
Here if anywhere lies the real dilemma of the present system. 

Harold Barger 

University College, 

London, 
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Kapitalbildung und Kapitalaufzehrung im Konjunkturverlauf, 
By Erich Schipp. (Vienna. 1933. Pp. 234. 12 m.) 

This study of ‘‘ Capital formation and capital consumption 
in the course of the business cycle ” comes from the Austrian 
Institut fllr Konjunkturforschung, and for this reason will be 
welcomed by all who are endeavouring to understand and evaluate 
the Viennese contribution to the existing perplexity as to the 
explanation of the business cycle. The author is concerned to 
demonstrate how dislocation arises through discrepancies between 
the formation of money capital, and additions to and the main- 
tenance of existing real capital equipment. 

Following Rbpke, four sources of capital formation are dis- 
tinguished : voluntary saving by individuals, self-financing out 
of a firm’s profits, taxation or similar compulsory levies, and 
“ monetary capital formation ” by the expansion of bank credit 
in excess of voluntary savings. Dr. Schiff has estimated the 
proportion from each source in Germany for the years 1925 and 
1927 (pp. 23-27). While he concedes the possibility of “ real 
investment ” taking place without a corresponding formation of 
money capital in the ordinary capital market (e.gr. investment of 
taxes), the author is more interested in the mechanism by which 
variations in the formation of money capital do not produce 
corresponding changes in real investment. This may occur (a) 
through changes in the velocity of circulation of money, or (6) 
through savings being turned over to “ financing consumption,” 
and the latter may happen in three ways : (1) the repayment of 
borrowed capital, (2) the financjaig of entrepreneurs’ losses, and 
(3) consumers’ credit. 

Apart from this, capital, though actually invested, may be 
lost through errors in investment. These include investments 
which, as it turns out, presuppose the continuation of voluntary 
savings at a higher level than is, in fact, attained. Here, according 
to the author, is the explanation of the “ apparent paradox of 
capital scarcity in the face of surplus capacity ” of existing capital 
goods. The scarcity of capital is not a scarcity of instrumental 
goods ; it is consumable goods which arc scarce relativehj to the 
quantity required to set free the original means of production to 
carry through investments begun during the boom. The inade- 
quacy of voluntary savings, according to this theory, means so 
strong a demand for consumers’ goods that resources cannot be 
attracted away into investment except at a ptrice above the price 
which would be necessary if savings were greater. The expansion 
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of consumption, before the investments are completed and bear 
fruit, can only come through a diminution in investment. The 
entrepreneur sees this situation as one of scarcity of money 
capital, but this is a symptom of the strength of the demand for 
consumers’ goods. The turning-point in the cycle comes when 
this demand is satisfied ; i.e. when the entrepreneur in the capital- 
producing industries is forced, by the scarcity of capital, to reduce 
his output of investments. But the resources he sets free are not 
all employed by the consumption industries — a large proportion 
remains unemployed, and this is the beginning of the slump. 

Such a theory sounds nonsensical until one has grasped the 
idea of investment and consumption being alternatives, for other- 
wise there is no confiict between the two. To the reviewer it 
seems that the Viennese analysis is relevant to a state of full 
employment; and that once this is reached, investment must be 
financed out of voluntary savings if a recession is to be avoided. 
But with unemployed resources available for either investment 
or consumption, it should be possible for both to advance together. 
Only if the unemployed resources are of so specialised a nature 
that they cannot be absorbed into investment need resources be 
set free from other industries. And if, as Dr. Schiff maintains, 
savings are needed to avoid a scarcity of capital at the peak of 
the boom, it docs not seem altogether consistent to regard savings 
as the one thing needful in the slump, when interest has fallen and 
the scarcity of capital is no longer evident. 

But Dr. Schiff adopts the position which is coming to be 
regarded as typical of the Viennese writers, namely, that the 
outstanding feature of a depresA)n is the consumption of capital. 
There is only one way to avoid the worst excesses of a slump, 
namely, “ determined, voluntary reduction of consumption,” and 
for this reason wage reductions are a necessary measure. But 
it is not clear in what sense wage reductions arc a voluntary 
reduction of consumption. The width of the gulf between this 
theory and those of Mr. Keynes is shown by Dr. Schiff’s observa- 
tion that a wage reduction may be negatived if it leads to a corre- 
sponding decline in savings. Unless wages fall by more than 
savings, it is “ road free for the cleansing crisis.” 

The author states very clearly the objection to the view that 
a “ cleansing crisis ” is wholly beneficial, namely, that the firms 
which are driven to the wall are not necessarily those with the 
least technical efficiency and capacity to earn profits, but often 
those whose financial structure hinders liquidity at short notice. 
Then follow some estimates for various industries of variations in 
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long and short term indebtedness, and in fixed and working capital, 
leading to the observation of a “ predominantly strong increase 
in long-term investment in the boom ; in the down-swing first a 
continuation of this growth, sometimes even in an increasing 
percentage, while the circulating capital already sinks strongly; 
in the case of long-term idndebtedness either an accompanying 
decline or a relatively small increase is observable, and a most 
vigorous fall in the case of short-term indebtedness ’’ (cf . p. 170 ff.). 
There is obviously scope for an extension of such studies. One 
feels, however, that having noticed this problem, Dje. Schiff passes 
it by rather too easily, suggesting that after all the cleansing 
crisis does eliminate the less economic firms, even though they be 
not the least profitable. This section is the least convincing in 
the book. 

There was certainly room for Dr. Scliiff’s essay, and it is to 
be expected that it will provoke closer study of this aspect of 
business-cycle theory, regarding which the literature, in English 
at least, has long been recognised to be inadequate. 

E. Ronald Walker 

St, John's College, 

Cambridge, 

Gold Glut and Government, By P. J. M. Larkanaga. (London : 

George Allen and Unwin, Ltd. 1932. Pp. 187.) 

TiiESE essays are an attempt to end the “ conspiracy to keep 
people ignorant in matters of sound economics and ‘‘ to popular- 
ise certain notions ” by writing “ in plain pedestrian phrases.” 
The author approves of J. M. Kefrnes, 0. H. Douglas, and Messrs. 
Foster and Catchings. As a remedy for the slump he favours 
inter alia inflation (budget deficits are “ one of God’s own cures for 
deflation ”), limitation of the working day, and “ international 
stabilisation of basic staple products.” Ho writes well, but it is 
odd that ho should combine an admiration for the Treatise on 
Money with a belief that “ economic scAence is essentially non- 
existent.” F. C. Beniiam 

Modern Money, ByLoRoMELOHETT. (Seeker. Pp. 278. 10s. 6d.) 

Lord Melciiett’s position in one of the large rationalised 
industries of England is well known. It is of great interest to 
find in him a whole-hearted advocate of “ planning ” as a cure 
for the economic ills of the world, in particular those connected 
with cyclical fluctuations. The first part of his book deals with 
monetary reform, but more than half of it is occupied by rather 
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vague suggestions of a more general nature. He wishes, for 
example, ta see a Supreme Economic Council to exercise super- 
vision over economic affairs; profit-sharing; more rationalisa- 
tion; and group migration to the Dominions. The sincerity 
of the author, and his desire that the community should benefit 
from the great technical advances wliich he has seen, cannot bo 
questioned. It is unfortunate that his views are neither clear 
nor comprehensive. 

His suggestions for monetary reform confuse money and the 
monetary valua of real capital. Internally, he thinks we should 
use a money to be issued freely on the basis of securities by a 
Discount Corporation, and “limited only by the demand for 
it ’’ (p. 69). The National Debt should be i)aid off by sight 
drafts to be deposited with the banks who would lend the proceeds 
for industrial development (p. 86). Further, he would like to 
see Central Banks combine to hold twelve months* stocks of 
staple commodities, acquired by bills which are also to form a 
basis on which internal money can be advanced. The purpose 
of this is to stabilise the prices of such commodities : Lord 
Melchett apparently is not deterred by the widespread failure 
of similar schemes. After these proposals, which would rAise 
the price level to some purpose, it is surprising to find that “ such 
a currency is inherently stable ” (p. 70). 

A different money, based on a large gold cover, is to be used 
for cxtemal trade, and the siqiply of this is to be controlled rigidly 
if it seems to be running short. The details of this part of the 
plan are not given : its advantages would seem to be available 
already through the existence o?the foreign exchange market 
in which gold currencies are freely quoted. 

Lord Melchett’s plans would not do what he wants, but it is 
important that such men should be concerned about these matters. 

R. L. Hall 

'Trinity College, Oxford, 

The Distribution of Consumable Goods, l^y Dorothea Braitii- 
WAiTE and S. P. Dobbs. \V''ith an Introduction by Pro- 
fessor P. Sargant Florence. (Routlcdgc. 1032. Pp. 
xiii + 304. 10s. 6d.) 

Retailing and the Public, By Lawrence E. Neal. With a 
Foreword by F. J. Marquis, M.A., B.Sc., J.P. (iVllen and 
Unwin. 1932. Pp. xvi | 191. 7s. M,) 

There is a tendency in economic inquiry, especially in the 
realistic schools, to take any one topic and to pursue it to its 
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utmost logical conclusion without considering its relation to 
economic activity and conditions as a whole. This, a well- 
recognised weakness of the spientific method, is quite legitimate 
and useful if the objective is uniquely to present and expound 
hitherto unknown or only secretly-known facts or principles. 
But when there is an educational and a social and constructive 
aim it is highly desirable that an attempt should be made to 
explain the relative importance or significance of the chosen topic 
in relation to general economic welfare, and to consider the social 
and economic repercussions and consequences, and particularly 
the distribution of the anticipated benefit of any reforms that are 
suggested or implied. Both these books are disappointingly 
deficient in this respect, and in neither case is the restricted 
treatment adequately compensated for by the presentation of 
new statistical or scientifically-ascertained information. This is 
all the more disappointing because the authors are apparently 
well qualified, both by business connections and experience, and 
by economic training, to make a very substantial contribution in 
both directions. But these books nevertheless constitute new 
and important additions to the literature on marketing ; they are 
thef first in this country to give a realistic and analytical insight 
into distributive activity. From a constructive standpoint they 
will certainly focus attention on the distributional problem and 
probably bring to a practical issue the controversial but none the 
less cogent question of retail redundancy. 

Mrs. Braithwaite and Mr. Dobbs — the latter virtually the 
author owing to the lamented loss of Mrs. Braithwaite — take 
their stand, figuratively, on Aie despatch deck of the factory 
(producing consumers’ goods) and view the distributional {i,e. 
marketing) field from that position. What they see and describe 
and realistically illustrate are general operations or functions — 
the operation or function of acquiring and affording information, 
especially as regards retailers’ and consumers’ needs and require- 
ments ; the operation of 2)reparing goods for the consumer — ^for 
example, grading and packing; the operation or function of 
transporting goods, with particular reference to the difficulties 
created by consolidated production ; the operation of holding or 
storing goods, in which rate of stock- turn (not very clearly 
distinguished by the authors from rate of turnover) is an important 
financial aspect ; and lastly, the operation of advertising, which 
is regarded as involving serious social wastes and which constitutes 
one of the leading themes of this treatise. These descriptions are 
not mere technical descriptions of processes or methods, but 
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economic and often analytical descriptions of functional and 
interfunctional activity. 

The chapters which follow are mainly concerned with what 
may be called the distributing functionaries, and portray the 
struggle for strategic position between producer, wholesaler and 
retailer. What seems to** be uppermost in the authors’ minds is 
the extent to which the factory or farm should or can supply the 
retailer, if not the consumer, direct. In several well-reasoned, 
well-balanced and illuminating instances Mr. Dobbs shows there 
are limits and that in actual business, policy must be very largely 
determined by circumstances. The complete elimination of the 
middleman (i.e, the wholesaler) is not regarded as practicable or 
desirable in the public interest. There is an interesting dis- 
cussion of price maintenance and price cutting. The authors 
appear to disapprove of the former as a general principle 
though they fully recognise the dangers and futility of exces- 
sively small margins, l^he authors stress that their findings 
relate only to the competitive conditions typical of Western 
Europe and America; they refer to the growth within these 
conditions of Government and monopolistic restriction and 
control, and, ^apparently with satisfaction, consider an increase 
inevitable. 

The book has no chapter embodying general conclusions, and 
the reader is forced into the somewhat painful process of searching 
for them and their justification through some 300 pages of un- 
divided subject-matter. Actually the book is a descriptive and 
explanatory study and is not intended to be constructive. It is 
clear, however, that the authors Regard the future limitation of 
the number of retailers as economically desirable and suggest a 
system of licensing and a licensing Board. 

A second conclusion, and one that is less easily supportable, 
is that there arc excessive social wastes in advertising. This 
question is dealt with in a special chapter which virtually consists 
of the article by Mrs. Braithwaite that appeared in the EroNOMic 
Journal for March 1928. That there arc w^astes in purely 
combative advertising or excessive advertising few will dispute. 
But the authors ignore, or do not give adequate consideration to 
the following facts : (1) that advertising, taken as a whole, tends, 
by increasing sales, to reduce prices; (2) the expenditure on 
advertising partly subsidises the Press, permitting a paper w’^hich 
costs nearly 3d. to be sold for a Id. ; (3) it enables individualistic 
enterprise to pierce through either comj)etition or bureaucracy 
and reach the ultimate and open-minded consumer. 
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The style of this book is somewhat heavy and the treatment 
essentially static. 

Mr. NeaFs book is more dynamic and vigorous, and if less 
studious and systematic, is much the more readable of the two. 
Mr. Neal deals with distribution from the standpoint of the 
large-scale retailer and takes up a position exactly opposite to 
that of Mr. Dobbs, He stands, figuratively, on the roof of, say, 
Selfridge’s, and regards different types of retail organisations in 
respect of their efficiency and of that of the supplying producers 
beyond. He describes, with no waste of words, the essential 
differentiating characteristics of small shops, the multiple shop, 
the co-operative movement and the departmental store, and with 
an interesting historical approaeh. Although the author is 
himself concerned with the direction of a departmental store he 
frankly exposes the limitations of this type and does not hesitate 
to point out the strong features of multijfie organisation, especially 
of the fixed price ” variety, with the warning that it is in its 
heyday in this country and none too popular in Gcr?nany and the 
United States. 

Section 2 of Part I deals with the Departmental Store in 
action, and here Mr. Neal is at his best. Essential aspects, often 
ignored or inadequately emphasised, such as the economics 
of occupancy and management from the standpoint of budgetary 
control, are admirably and incisively expounded. If the general 
reader only grasps the fundamental importance and significance of 
the buying function, of slow-moving stock, of the heavy costs of 
“ mark-downs ” and of consumers’ shopping habits and of the 
margin gf gross profit as^the basis of control lie will add materially 
to his understanding of retailing. 

Part IT, “ To-day and To-morrow,” is critical and prognostic. 
Like Mrs. Braithwaite and Mr. Dobbs, the author sees the funda- 
mental difficulties of distribution in the geograjihical se 2 )aration 
of j^roduccr and consumer. Unlike them, ho stresses the import- 
ance of the psychological factor. What Mr. Neal wants to sec is 
an all-round increase in efficiency right down the lino from con- 
sumer to producer from the marketing angle. He wants greater 
integration of production and retailing (as regards efficiency and 
not necessarily financial control); more standardisation and 
simplification : an extension, in fact, of the multiple shop system 
of merchandising, and especially that of the fixed price variety. 
But he recognises that there is a need and a legitimate demand 
for the individual “ speciality ” shop. He considers that the type 
of product should dictate to a greater extent the channel of 
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distribution. One of the essential needs is to reduce the number 
of selling points. To-day 90 per cent, (to quote his figures) of 
retail outlets are, in this country, small shops with an average 
individual turnover of about £50 per week and taking about 
half of the total consumers’ expenditure in shops (roughly, 
£1,7 60,000,000) . He regards it as being socially and economically 
desirable that in future the number of shops should be controlled 
as a normal feature of town-planning regulations. But he 
wisely insists that this and all other lines of action must be based 
on knowledge, on research. It might be emphasised that the 
quality of the research is important and that mere pedestrian 
surveys and the collection of statistical data are not sufficient. 
It must be ruthlessly penetrating. In his suggestions for the 
reconstruction of the marketing of agricultural produce one sees 
a lack of familiarity with the technicalities of agricultural pro- 
duction and with the enormous amount of high-grade research, 
both scientific and economic, that has been in progress for many 
years. 

In concluding this review one may venture to touch upon the 
wider questions raised at the outset. To what extent is increased 
distributional efficiency capable of increasing economic welfare, 
and particularly at the present time? What would bo the 
repercussions and how would the benefit, if any, bo distributed ? 
Distribution (as implicitly defined) is merely a field or aspect of 
business activity, and governed, like every other field, by the 
great economic factors of taxation, rigidity of wages, monetary 
policy and international relationi| The distributive trades, duo 
to “ shelter,” steadiness of demand, strategic; power and improved 
technique, are and have been, as a whole, relatively prosperous. 
As one passes downwards to the “ heavy ” and primary industries 
there is a progressive decrease in price level and profits and a 
progressive increase in unemployment. It would seem important 
that any benefit, or at least a considerable part of any benefit, 
should not bo retained by distributors nor passed on to the 
consumer, but passed backwards to those industries which are 
suffering from the low level of raw commodity prices. The 
essential index is the margin of gross profit. Increased efficiency 
in distribution can, economically speaking, only be measured by 
this index. The retail margin is, say, 25 per cent, and the total 
margin, say, 40 per cent. The authors of the books revicw'ed do 
not say what probable reduction there would be as the result of 
their suggested or implied reforms. Assuming the retail margin 
could be reduced to 20 per cent, (on the principle of larger turn- 
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over due to a smaller number of retailers plus improved technique), 
the benefit, if retail prices Were not lowered nor quantity dis- 
counts increased, would pass to the wholesaler or producer. 
With effective demand constant (at, say, £1,750,000,000), the 
saving of £87,500,000 if passed on to the consumer would be less 
than £2 per annum per head, and probably re-spent in shops or on 
amusements, whereas if the saving found its way into, say, 
agriculture, it would go some distance towards stimulating 
profitable production and increased employment. It might be 
argued that to pass on the saving to the public in the form of lower 
retail prices would increase consumption. Against this there is 
inelasticity of demand and the effect of not increasing or of 
lowering wholesale prices by quantity discount. The retailer 
does not always understand that there is a limit to unit-cost 
reduction in industry. The problem is not easy of solution and 
it would seem that the prime objective should be to follow what- 
ever policy tends, on balance, to reduce unemployment. In the 
reviewer’s opinion increased unemployment as a result of reducing 
the number of shops is not inevitable, and in any case could be 
more than compensated by an increase of employment in industry. 

W. R. Dunlop 

Cartels, Concerns, and Trusts. By Dr. Robert Lieemann, 
Professor in the University of Freiburg im Breisgau, with 
an Introduction by D. H. Maggregor, M.A., M.C., Drummond 
Professor of Political Economy in the University of Oxford. 
(London : Methuen & 

215. net.) 

In 1897 Dr. Liefmann published Die Unternehmeverbdnde, 
and after studying the combination movement intensively in the 
intervening quarter of a century he now presents us with the ripe 
results of his research and thought in a book which for long will 
remain authoritative. To it Professor Maegregor prefaces an 
introduction in which ho attempts to extract what we may call 
the philosoj^hy of the evolution that has been going on, and in 
the suggestiveness of many of his comments he adds materially 
to the value of the original work. A little less than two-thirds 
of the book (excluding the apj)cndices) is devoted to cartels, the 
characteristic form of combination in Germany, and the remainder 
treats more briefly of “ concerns and amalgamations ” and 
“ trusts or monopolistic concerns.” Men, even when their main 
interests are antagonistic, unite together to promote other interests 
which are common. The growth of laige-scale enterprise has led 
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to an intensification of competition among producers, who were 
thus faced with a double risk, first, the loss of fixed capital through 
not being able to keep works in “ continuous and economic 
operation,” and, secondly, the losff of working capital through 
inability to find a market for the goods produced. Large-scale 
enterprise and mass-production have produced a “ growing 
divergence between capital-risk and profit,” and out of this 
situation have arisen the cartels, defined by Dr. Liefmann as 
“ voluntary associations of independent enterprises of similar 
type to secure a monopoly of the market . . . associations with 
monopolistic aims.^^ Associations of producers of goods for sale 
are alone considered, and to satisfy the definition at least three- 
quarters of the firms concerned must participate. There is a 
great variety of forms of cartel organisation according to the 
nature of the several industries, but the chief are regional or 
zone, price-fixing, and production cartels, regulating respectively 
the area of operation, prices, and quantity of production. 

‘‘ It is not free competition,” says Dr. Liefmann, “ that is 
the organising principle of modern exchange, but the desire for 
private profit ^ Producers have come together to maintain or 
increase their profits, thus altering the nature of the economic 
struggle. “ To-day all sellers of goods and services have a 
hard struggle with their customers over price^ whereas formerly 
they used to struggle with one another for the market and the 
customer got tlic advantage of this struggle. This struggle has 
been abolished by moans of cartels which are monopolistic 
associations, and thus the struggle with the customer is to-day 
not one of individuals but of organisations.'' Eurther, the treat- 
ment of the buyer has become harsher owing to “ the greater 
ruthlessness which has become normal in business since the War.” 
Cartels have to some extent stabilised j)rices and reduced capital 
risks “ through an improved adjustment of i)roduction to the 
fluctuations of demand,” but they have not artificially restricted 
output in order to raise prices. The individual firms in a cartel 
gain the more they allow themselves to be restricted by the 
cartel and the more they are ready to subordinate their personal 
outlook to the common interest. Dr. Licfmami notes “ a phe- 
nomenon which has shown itself the more (dearly and frequently 
as the cartels have grown stronger — namely, that the formation 
of cartels is a strong stimulus to the expansion of production and 
especially to the entrance of new firms.” Competition from 
new outsiders is a recognised safeguard against monopoly, but 
the struggle inside cartela for increased quotas has often led to 
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over-production ; trusts escape this internal weakness. “ Cartels/’ 
he adds, ‘‘ have not been able to stabilise demand. Fluctuations 
in trade are, in fact, so deeply rooted in the whole organisation 
of our economic system, with its extreme specialisation and its 
elasticity of credit, that they are not to bo eliminated by a few 
cartels.” Technical j)rogress has not stagnated under cartels 
and the trend towards larger firms has been furthered either by 
the amalgamation of similar firms or by the integration of firms 
in successive process stages; the latter form has been adopted 
by finishing industries as a defence against raw material cartels. 
On the other hand, by delaying the suppression of the weaker 
firms rationalisation is postponed. 

Cartels mainly affect prices in times of falling trade, and over 
a long period prices fixed by these organisations may not differ 
much from competitive prices. They are “ quite unable to 
influence the price of consumers’ goods, especially of goods in 
general use, to such an extent as might be expected having regard to 
the great number of monopolistic organisations,” partly because 
the number of producers is very great, partly by the shifting of 
demand, and partly by resort to co-operative societies. Finishing 
firms and merchants have benefited by the stable price policy of 
the cartels. The policy of cheaper sales abroad has been 
denounced as injuring home trades using the same goods, yet 
‘'it is not the cheaper export sales which damage the manu- 
facturers, but simply and solely the high internal x^riccs.” Goods 
have to be exported cheaply to secure the market, and if there 
was no export the burden o^, overhead charges would compel 
internal prices to be raised still higher. Cartels tend to cxprox)riato 
the wholesale merchants and the latter have either retaliated 
by co-operative buying and by acquiring productive factories or 
they have associated themselves closely with the iiroducers as 
their distributing agencies. Generalising on the broad results of 
the cartel movement, Dr. Liefmann says : “ Up to now, we should 
not suppose that the influence of the cartels iqion price-formation 
or* upon the level of profits hfis been very groat, and we should 
not generalise from a few particular cases which were peculiarly 
ivell situated from a monopolistic point of view. On trade 
fluctuations, too, the influence of the cartels may not have been 
considerable. Beliefs or expectations, psychological factors, are 
here far more imiiortant than organisations in themselves. With 
the help of the cartels, cyclical movements of prices have been to 
some extent rendered less violent, and the lower levels of the 
curves have been influenced more effectively than the peaks. 
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It would be more valuable economically if the quantity marketed 
were stabilised/’ 

Competition has produced not only national but also inter- 
national cartels, and the movement in that direction has been 
speeded up since the War by the break-up of former economic 
units, by fiercer competition and world over-production, by 
depreciated currencies, by government neglect of economic 
problems, and by the growth of concerns and amalgamations. 
“ Whereas formerly international cartels were considered from 
a strictly economic point of view, they have now become an 
important instrument of political policy ” ; such cartels have 
been formed between Austria and the Succession States to coun- 
teract the effects of the dismemberment of the original unity. 
“ If one views these (territorial) cartels, not by themselves but 
in connection with the nowadays universally accepted principle 
of protection, then they take on quite another aspect, since they 
may servo to prevent dumping, or the policy of cheaper foreign 
sales, both in tho countries of the two contracting parties and 
possibly also in other countries. They may thus put a limit to 
further demands for protection and thus counteract the incessant 
rises of protective tariffs. . . . International cartels, therefore, 
especially in their most general form of territorial cartels, have 
above all else the task of remedying or possibly even preventing 
the disturbances in an industry caused by changes of national 
commercial policy.” “It is the big mass-production industries, 
above all the highly concentrated and already cartelised heavy 
industries, and apart from thenuthe specialist industries that 
comprise but few firms, that are most suited to the formation of 
international cartels. It may, in general, be said that inter- 
national monopolies of raw materials are much more dangerous 
than monopolies of finished goods.” At tho same time Dr. Lief- 
mann remarks that the great problem of the day, apart 
from the renewal of the iron and steel associations, is to arrive at 
international agreement in coal-mining, but this is rendered 
difficult by its close connection with the iron and steel industry 
and by the protective policies of the States.” In a later section 
Dr. Liefmann points out that we find tho protective system, like 
all such devices of national economic policy, itself setting bounds 
to its own effectiveness.” Tho cartels use the tariff to tho full to 
put up internal prices and, by the aid of the profits so gained, to 
dump abroad. Competition on tho world markets becomes more 
and more violent and tho different countries keep forcing up each 
other’s tariffs, till tho end is an international cartel. Tho 
No. 170. — VOL. XLIII. X 
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question whether economic good sense, which requires the 
demolition of tariff walls, will prevail over nationalistic exclusive- 
ness or vice versa, will largely depend on whether the present 
unstable distribution of political forces in Europe ever gives 
way to a better state of things/’ 

Space will not permit us to deal with the interesting section 
on State regulation of cartels and of the valuable discussion of 
boycotts and methods of exclusive dealing (with which, as well as 
with other trade practices, Professor Macgregor deals suggestively 
in his Introduction). Dr. Liefmann firmly believes in the efficacy 
of publicity and in the “ institution of a Ministry of Industry on 
the lines of the American Trade Oommission,” even, if necessary, 
to the extent of supervising price-fixing. “ The State must also 
follow up the financial constitution of big concerns to a far greater 
extent than hitherto, if only for the reason that it cannot possibly 
leave the formation of capital exclusively to the inclinations 
of the individual capitalist.” 

A Concern ” is defined as a “ merger of firms which remain 
juridically independent of one another into a single unit for the 
purposes of productive technique, administration, trading, or 
(especially) finance.” As a rule it is the financial merger which 
is the most important, generally taking the form of a “ holding 
company ^ holding (usually) a majority of the shares in the 
participating companies or of an “ interest-group ” where a few 
firms contract to divide their i)rofits in agreed proportions, while 
retaining their independence. An ‘‘ Amalgamation ” is a com- 
plete economic union of the cc^bining firms. Neither concerns 
nor amalgamations are necessarily monopolistic, and their chief 
interest to us here is that they foster an ‘‘ appetite for expansion ” 
among the big firms and so lead to the “ Trust,” or monopolistic 
amalgamation, which “ is capable of producing much more 
intensive effects than the looser and more complicated organ- 
isation of the cartel.” Dr. Liefmann notes the current scarcity 
of capital in German3^ and attributes the growth and probable 
continuance of amalgamations in Germany to “ the ease with 
which big concerns find capital, and the chance which this capital 
gives them of carrying through such rationalisation as seems 
necessary to them.” Concerns, like cartels and trusts, overstep 
national boundaries, and Dr. Liefmann, conjuring up the danger 
that a country might be “ exploited by a few big international 
concerns,” thinks that in that event “ the most effective policy ” 
would be to set up “ a State import monopoly, organised in 
intimate association with the home producers and merchants,” 
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Contrary to a popular view, Dr. Liefmann does not think that 
“ capitalism ” is on its death-bed, but that it is showing renewed 
vigour in “ creating new forms of organisation ” and in “ adapting 
itself to the many changes in the economic structure consequent 
on the War ” — an opinion expressed, apparently, before the 
world slump. Ho does not agree in having one planned economy 
(Planwirthschaft) and thinks that “ there is nothing whatever to 
be gained from the State organising all firms compulsorily in trade 
associations, and prescribing to them their prices and volume 
of production.” “ I consider,” he adds, ‘‘ planned economy, 
i.e. planned interference in economic life, to be far more desirable, 
and even perhaps necessary, in respect of the choice of occupations 
— ^that the State should regulate the entry into all the various 
branches of manual and intellectual work. Were the State to 
pursue a far-sighted economic policy in this respect, it could bring 
about the necessary process of readjustment of the German 
economic apparatus far more easily than through the direction 
of enterprise or of capital. It might very well take in hand the 
necessary placing of young workers in agriculture through the 
medium of an energetic small holdings policy, possibly in connec- 
tion with the enforcement of universal compulsory labour for a 
certain period (e.g, a year of compulsory' labour service). But 
in this field practically nothing has been done.” With this 
somewhat startling suggestion we take our leave of a wonderful 
and stimulating book and offer our homage to the distinguished 
doyen in this field of economic inquiry. 

I Henry W. Macrosty 

The Co-ordination of the Laws of Distribution, By Philip H. 
WicKSTEED. No. 12 in Scries of Reprints of Scarce Tracts 
in Economic and Political Science. (London, 1933. London 
School of Economics and Political Science. 60 pp. 5s.) 

Wicksteed’s essay, first published in 1894, is now available 
in the admirable series of reprints issued by the London School 
of Economics. The essay is devoted to proving the proposition 
that “ under ordinary conditions of competitive industry, it is 
sensibly or approximately true that if every factor of production 
draws a remuneration determined by its marginal efficiency or 
significance, the whole product will be exactly distributed.” 

A large part of the argument is devoted to showing that 
there is no difference in this respect between land and other 
factors of production. The modern rcadcr who finds Wicksteed’s 
intricate and ingenious argument unnecessary must be grateful 
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to him for making it so. For it is characteristic of the progress 
of economic theory that a proposition which in one generation 
requires elaborate proof and gives rise to ponderous controversies 
appears to the next generation to be self-evident. 

Wicksteed, like most pioneers in the field of theoretical 
analysis, attributes too much importance to his discovery. He 
does not discuss the conditions of supply of the factors of pro- 
duction to the unit of control, but tacitly assumes a perfect 
market in the factors of production, and puts forward as his 
only contribution to this side of the question the curious view 
that (in wage bargaining) the man, on his side, can insist on 
having as much as the marginal significance of his work, i.e. as 
much as the difference to the product which the withdrawal of 
his work would make.” But in spite of the fact that he has 
nothing to say on the conditions of supply of factors, ho feels 
impelled to pour scorn on the traditional theory of rent, a theory 
which is essentially bound up with peculiarities in the conditions 
of supply of factors to an industry or to industry as a whole, 
and has nothing to do with the conditions of demand for a 
factor by a firm, the subject with which Wickstccd’s proposition 
is-conoemed. 

Moreover, while his mathematical proof and his general argu- 
ment apply only to the division of the product of a firm, he 
assumes that each factor receives a reward determined by its 
marginal productivity to society. His conclusions are thus given 
an appearance more grand and sweeping than his own analysis 
can justify, ^ 

But his main purpose is to isolate the conditions under which 
his proposition is fulfilled. He writes, “ I use the mathematical 
form of statement ... as a safeguard against unconscious 
assumptions, and as a reagent that will precipitate the assump- 
tions held in solution in the verbage of our ordinary disquisitions,” 
and he succeeds in precipitating two fundamental assumptions, 
(1) that competition is perfect, [2') that constant returns prevail, 
in the sense that an equal proportionate increase in each factor 
of production will yield the same proportionate increase in the 
product. In these conditions his proposition holds good. 

It is the second of these conditions that has received the 
most attention from Wicksteed’s successors. For when there 
are economies of large-scale production an obvious difficulty 
arises. A certain proportionate increase in each factor will then 
yield a more than proportionate increase in physical output, and 
Wickstccd’s proposition appears to be invalidated. With this 
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and other objections Wicksteed’s critics drove him to abandon 
his precise mathematical statement, and in The Common Sense 
of Political Economy the assumptions are once more dissolved in 
verbiage, although they still appear to be necessary to the 
argument. 

In a foreword to the reprint we are recommended to consult 
the Appendix to Mr. Hicks’ Theory of Wages for “ a review of 
the main literature concerning Wicksteed’s proposition and a 
tentative solution of the outstanding difficulties.” The upshot 
of Mr. Hicks’ argument is to show that Wigksteed’s proposition 
applies only to the product of the firm; that when there are 
economies of large scale the marginal physical productivity of a 
factor to the industry is greater than to the firm (though the 
account which Mr. Hicks gives of the matter is not perfectly 
satisfactory), but that since in equilibrium firms arc working at 
minimum cost, Wickstecd’s condition of constant returns is 
fulfilled in respect of the output of the firm, so that the difficulty 
disappears. 

This complication, therefore, has both arisen and been dis- 
missed since Wicksteed’s essay was published. But Mr. Hicks 
appears to believe that firms produce the output at which costs 
are at a minimum for some reason of their own. He fails to 
show that it is only because competition is perfect that firms are 
of optimum size, and thus overlooks the fact that his conclusion 
merely amounts to saying that Wickstecd’s first condition (per- 
fect competition) entails his second condition (constant returns 
to the firm). Now Wicksteed ^troduced his first condition for 
quite another reason. He realised that in the real world com- 
petition is not perfect, and he attempts to get over the difficulty 
by defining the product of the firm as the total “ Industrial or 
Economic Vantage,” including “ Good-will,” and defining his 
factors so as to include “ Notoriety . , . (as measured in some 
such unit as the command of advertising stations of a given 
quality) ” as a factor of production. But when the product 
and the factors are defined in this way it is obviously unrealistic 
to postulate constant returns (in the sense that an equal propor- 
tionate increase in each factor will yield the same proportionate 
increase in the product), and in order that the condition of 
constant returns may be fulfilled, Wicksteed is driven to the 
extraordinary expedient of regarding the consumers also as a 
factor of production. In short, he was not perplexed because 
constant returns in terms of physical output may not obtain, 
but because constant returns in terms of value of output cannot 



304 


THE ECONOMIC JOURNAL 


[JUNE 


obtain, and he was feeling his way towards a proof that unless 
competition is perfect the factors do not receive the value of 
their marginal physical product as wages. It was to avoid this 
difficulty that he took refuge in the assumption of perfect 
competition. 

However clumsy his attempt to solve the problem of dis- 
tribution under imperfect competition may be, the fact that he 
realised its importance makes his point of view more sympathetic 
to a modem reader than that of Mr. Hicks, who contents himself 
with remarking thaj “ further consideration of this point would 
lead us too far into the more arid regions of higher general theory ; 
its relevance to the theory of distribution is remote.” 

Joan Robinson 

The Commmi Sense of Political Economy ami Selected Papers and 
Reviews on Economic Theory. By Philip H. Wicksteed, 
M.A. (London ; George Routlcdge & Sons, Ltd. 1933. 
Pp. XXX + 871. Two volumes, 125. 6d. ; one volume, 85 . (Sd.) 

This work, which has been out of print for some time, is now 
reissued in two separately purchasable volumes. The division 
is made for the benefit of the student who would buy “ a text- 
book of manageable length ” as a general introduction to Eco- 
nomics. He would, however, be well advised to obtain the two 
volumes ; the first because it contains an admirable introduction 
by Professor Robbins, the second because it includes the applica- 
tion of Wicksteed’s analysis to practical social problems in an 
exposition which “ dates ” verj^ little even after the lapse of 
twenty-three years, and collects in addition a number of papers 
and reviews not previously published together. These include, 
among others, the famous analysis of the Marxian Theory of 
Value, and controversy with Mr. G. Bernard Shaw; an article 
on Political Economy and Psychology reprinted from Palgrave’s 
Dictionary ; “ The Scope and Method of Political Economy ” 
given as Presidential Address to Section P at the British Associa- 
tion Meeting 1913, and reprinted in the Economic Journal; a 
Biographical notice of W. S. Jevons, a Review of Pareto's Mannele 
Di Economica Politica, and a Review of Sir Sydney Chapman's 
Political Economy, They form a well-selected and coherent whole 
in which the expository articles and the critical reviews alike serve 
to add further emphasis and afford fresh illustration of Wick- 
steed's most characteristic doctrines. We may quote as the most 
noteworthy the reversibility of the market supply curve, with its 
corollary that there is no law of rent distinct from the general law of 
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the market ; and the view “ that economic life is not and cannot be 
isolated ’’ ; that the same principle dominates the transactions of 
the housewife in the market, the management of a great factory 
or ironworks and the business of a bill-broker, and that Economics 
therefore studies “ a type of relation, not a type of motive/* The 
economic man should now have been turned out by the door, but, 
to borrow an expression from Wicksteed, he has a tendency to 
return by the window. 

Professor Robbins’s Introduction should be read, or better still 
re-read when the student has reached the end ot the second volume. 

H. Reynard 

The Letters of David Hume, Edited by J. Y. T. Greig. (Clarendon 
Press. 2 vols. Pp. 538 and 454. 50s.) 

These books arc excellently edited and finely illustrated. The 
frontispiece of the first volume gives us the Tassie medallion. 
Facing p. 370 is Marischal Keith’s portrait from the Neuchatel 
public library, and facing p. 526 a facsimile of the English draft 
of Hume’s invitation to Rousseau. In the second volume the 
frontispiece is Allan Ramsay’s Rousseau, from the Scottish 
National Portrait Gallery; facing p. 80 is Cochin’s D’Alembert. 
Hume was not without vanity, and we can fancy him sharing 
in our admiration of this monument of his lesser writings and 
magnanimously forgiving the disobedience it involves to his last 
wishes. He had expressly forbidden the publication of any such 
things (see J^irkbeck Hill’s Letters of Hume to Strahan, x>- 351 ; 
Greig, II. 453) ; and here wo have 544 of his letters, great and 
small, transcribed and edited with scrupulous care and with a 
fulness of references, in which Hill is Mr. Greig’s only rival. 
Letters are mentioned which cannot be recovered. One such to 
Muir of Caldwell is described by the writer (jocosely) as “ the 
best I ever wrote ” (Greig, I. 43), and some were destroyed by 
his heir as “ too indiscreet ” ; they may have been of Mr. Punch’s 
sort, “ worse than wicked, — vulgar.” Mr. Greig prints all he can 
find, even of the indiscreet order. We miss the (perfectly dis- 
creet) letter to Col. St. Paul of the Paris Embassy, introducing 
Cornet Hume of Townsend’s Dragoons, written from Edinburgh, 
10th May, 1775.^ But he has no blind admiration of his hero, 
and, like the rest of us, would gladly exchange a dozen letters 
written in the days of Rousseau’s folly in 1706 for one other 
like the four to Francis Hutcheson (1739 seq.) or the two to Gilbert 
Elliot (1751) — or we might add those to Kames, Montes- 

» See Mr. G. G. Butler’s Col. St. Pavl of Ewart, 1911, Vol. II., p. 260. 
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quieu, Turgot, and Adam Smith. There are many scraps for 
economists, especially in the two latter. Hume’s Political 
Economy is not e mere by-product of his Political Philosophy. 
He gives it that appearance by placing his important economic 
essays, on Commerce, Arts, Money, Interest, Balance of Trade, 
Jealousy of Trade, Taxes, Credit, Populousness of Ancient 
Nations, among his Essays Moral, Political and Literary (1752). 
They rank so high as to make some admirers claim him for the 
founder of Political Economy. They at least well entitle him to 
a high place among economists. 

It is the penalty of a great writer to excite curiosity about 
details of his person and surroundings. The best of him is to be 
sought in his books, and we judge Hume’s greatness mainly from 
the books that roused Kant from his dogmatic slumbers. The 
littleness, if anywhere, may come out in the letters. But cer- 
tainly some of the letters help us to see the books in the making. 
Hill Burton’s Life gives the cream of such letters ; and they are 
to be found in Mr. Greig’s collection, freshly transcribed and un- 
abridged. Mr. Greig’s sources are also more in number than 
Burton’s. See the Introduction to the first volume (xxvi-xxxi). 

The second volume swells its Appendices a little (3311-464) 
by giving letters not from, but to, and concerning Hume and his 
publications. The episode of Rousseau makes a long contribution 
of this kind. The episode could not simply be passed over by 
any later biographer; but in his Own Life (Vol. I. 1-7) Hume 
makes no mention of Rousseau. He had been generous beyond 
measure in providing for Rou|seau during the visit of 1766-7. 
“ Great wits ” were “ sure to madness near allied,” and he accused 
Hume of treachery. Hume, always sane, was eventually unwise 
enough to answer him according to his folly. It was not a pretty 
quarrel; the right was too evidently on one side. As a rule 
Hume was in perfect command of himself. Adam Smith’s lauda- 
tion given (in Appendix L of Vol. II. 452) seems to have been 
but little exaggerated. If the multitude of miscellaneous letters 
did nothing more, they displayed character, tested by variety of 
situations ; and happily left to us in the end the right good man 
of our early impressions. 

J. Bonar 

Ijind and Labour in China, By R. H. Tawney. (London : 

Allen and Unwin. 1932. Pp. 207. Is, 6d. net.) 

Mb. Tawney was invited to China, first by the Institute of 
Pacific Relations to prepare a memorandum on agrarian change. 



1933] 


TAWNBY : liAND AND LABOUR IN CHINA 


307 


and later by the League of Nations as a member of its Mission 
of Educational Experts. The result is an outstanding example of 
the contribution a full knowledge of Westem, economic history 
and an intimate acquaintance with modem social movements 
can render, the former to an understanding of Chinese economic 
life — ^whether in its traditional forms or its modem changes — and 
the latter towards making clearer the possibilities and direction 
of future progress. 

Mr. Tawncy’s visits were admirably timed. Only in the last 
few years have the social institutions of China been subjected to 
scientific study ; only recently have universities, research institu- 
tions and government offices gathered data — still all too meagre 
and imperfect — of a kind that can serve as a basis for interpreta- 
tion. As a grateful Chinese scholar ^ says : 

“ Mr. Tawncy has put to good use the knowledge ol Chinese 
and foreign scholars. As an accurate summary of existing 
information the book is already a contribution. But it is 
more than a summary of other people’s work. The author 
has set China’s problems in the proper world-historical per- 
spective, and while doing this he has in no case read Western 
categories into Chinese life or sentimentalised over China’s 
peculiarities.” 

The value of a knowledge of social history is, indeed, evident 
on almost every page and makes the book significant even to those 
familiar with the field covered, but less well read in the history 
of the West. The book, there is reason to know, is already setting 
new tasks and creating higher sThndards for research. 

If the lessons of similarity and contrast to Europe run through 
the more descriptive sections — the brilliant introductory essay 
(Chap. I), the rural framework (Chap. II), and the earlier parts of 
Chapters V and VI, on the Industrial Order and on Politics and 
Education respectively — they are equally prominent in the con- 
sideration of rural possibilities and industrial policy. In its 
blending of wise counsel with ripe scholarship the whole work is a 
happy illustration of the help which the West — ^from whose 
contacts with China the latter’s problems have arisen — can furnisli 
to their solution. 

After sketching the main economic features of rural life, Mr. 
Tawney deals with the problems of the peasant (Chap. III)^ and 
then proceeds to discuss the possibilities of development (Chap. IV). 
A “ piecemeal ” but co-ordinated and sustained policy is envisaged 

‘ Dr. T. F. Taiang, editor of the Chinese Social and Political Science Review. 
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— one with the purpose, not of replacing the system of peasant 
cultivation by some other, but of bringing science and invention 
to the peasant’s aid. The steps which Western experience would 
suggest are detailed with admirable balance : communications to 
break down the economic and social isolation of the village; 
science and education in close touch with the needs of practical 
life; co-operation, the value of which, happily, is now realised 
by leading bankers and in which the ground appears to be prepared 
for real advance. 

Of the problem of land tenure, Mr. Tawney treats with frank- 
ness yet with restraint, and it is recognised that peaceful agrarian 
development ife likely to depend on the removal of the most acute 
evils. To the measures for combating drought and flood we in 
the North might wish to add afforestation, to prevent erosion 
and supply badly needed timber. 

The chapter closes with somewhat brief reference to population 
and the relief that may be expected from migration and industrial- 
isation. The enormous growth of population in India and Japan 
since the ’seventies and ’eighties raises the question whether it is 
possible that production should outstrip its increase in China ? The 
promise of relief from industrialisation pictured on p. 108 would 
appear too optimistic unless qualified by the discussion on pp. 
141-3. The comparison with Europe fails to allow for the part 
played by the New World, which not only absorbed population 
but created new and cheaper supplies of grain ; or for the fact 
of the late appearance of China in the industrial arena ; while in 
China, which presumably will in the main have to feed the in- 
creased numbers from her own ^sources, the problem of pressure 
of population upon the means of subsistence is mainly that of the 
total number of mouths to be fed, in relation to cultivated area 
and agricultural efficiency. 

But the crucial question is perhaps the rapidity with which 
the factors that tend to reduce the birth-rate can be brought into 
effective operation. Chinese sociologists feel this so strongly 
that they doubt the adequacy of such changes as later marriage, 
the setting of marriage upon an economic basis, the growth of a 
feeling of parental responsibility and the development of a con- 
scious working-class effort towards better standards of living; 
they desire to see active steps taken to spread the use of contra- 
ceptive methods. 

The picture of industrial China is drawn with the same skill 
and proportion as that of the rural economy, and there is a valuable 
discussion of the policies which should direct industrial develop- 
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ment. Due place is given to the old handicrafts and to the 
change that is taking place in their organisation by the substitu- 
tion of the merchant-capitalist for the independent small master. 
Even the coolie is not overlooked. The growth, present limits 
and significance of capitalist industry, which is accepted as having 
come to stay and to increase, are set forth ; and the safeguards 
through legislation and trade union action to secure a rising 
standard of living are discussed. 

That this discussion leaves unanswered some of the questions 
that arise from the inherent difficulty of making a competitive, 
capitalistic system fit into any programme of reconstruction, and 
of those connected with the difficulties which have been experi- 
enced in China with large-scale enterprise, is inevitable. 

As a complement to the growth of mass production, it is 
suggested that steps should be taken to explore the possibility 
of developing the organisation of handicraft industries, as is dbne 
in some peasant countries in Europe, by the provision of co- 
operative 'facilities for credit, marketing and supplies, as well as 
for training, trade information and technical improvement. 

The main outlines of the industrial policies Mr. Tawney 
recommends arc naturally drawn from the broader and more 
assured lessons of Western experience. But Mr. Tawney is not 
unmindful of the fact that the real differences that exist between 
China and Europe will sometimes result in impressing different 
patterns on the former’s new economic life. He offers interesting 
reflections on Chinese psychology and resources as they affect 
industrial development (pp. 128-40). 

“ What is certain is that, like all other movements that 
have been imported from abroad and acclimatised in China, 
[modern industry] will be propagated in a Chinese version or 
not at all.” 

It is to be expected that factors which have remained recessive in 
our civilisation will become dominant in conditions more favour- 
able to them ; and vice versa. 

It is not yet possible to point to established results of this 
kind. Some observers think they see evidence of a tendency for 
decentralised, rural industry, organised in the manner our author 
suggests for handicrafts, to become the dominant form in Japan 
In China the part-time, often only half-time, nature of an agri- 
culture without animal industry, the consequent under-employ- 

' Prof. J. E. Orchard, Japan's Economic Position, especially “ An Oriental 
Industrial Revolution,** pp. 483-8. 
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ment in the villages, which must be equivalent to the whole-time 
unemployinent of several tens of millions of people between the 
ages of fifteen and fifty-four, the intense demand for additional 
labour at certain busy seasons, and the density of the rural 
population, all favour the building up of an industrialised country- 
side, rather than the creation of urban industry; while such 
technical developments as cheap power distribution and road 
transport, and the existence of co-operative forms of association 
unknown at the beginning of the Industrial Revolution, form 
ready means for realising such a development. 

Such a development, if it came, would substitute the trade 
associatipn or co-operative official for the merchant capitalist 
now displacing the small master (p. 117). This system might be 
extended from the processing of agricultural produce — in China 
this would include the ginning and baling of cotton, the reeling 
of silk, expressing of oil, desiccation of eggs and canning of fruit — 
to the more mechanical parts of trades which are now handicrafts : 
plants for the carding or spinning, dyeing or finishing of textilea 
having the same relation to groups of weavers as the co-operative 
dairy holds to the farmers. And where the small master system 
continued — as in metal and wood-working trades — a similar 
organisation would be possible. In such w'ays a new integration 
of a great variety of the lighter secondary industries might grow 
up in close relationship to agriculture, mechanised in progressive 
stages in reliance mainly on electric power. 

This is not the place to argue such a policy, but its relation 
to the rural community, whose standard of living is admitted to 
be basic in China, may be inmeated. To take industry to the 
farmer is to raise his standards directly and immediately.^ But 
the village is too small for many important i)urposes, social and 
economic. Its isolation should be broken down by making it an 
integral part of a larger rural community, consisting of a group 
of villages within three to five miles of a market town, and com- 
monly embracing from twenty to thirty thousand people. The 
market centre would bo the location of co-operative enterprises, 
the headquarters of local unions and educational institutions. 
It would be the scene of agricultural fairs. Within this com- 
munity, which would develop collective undertakings such as the 
maintenance of local roads and communications, intercourse 
between the villagers would be encouraged for all kinds of cultural 
and recreational purposes, and on the basis of this common life 

^ In a weaving district oast of Peking, a loom is commonly said to be equiva- 
lent to eight acres of land, that is, to a fann of more than the average size. 
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new forms of local government of a democratic, representative 
character would arise. The life of the people has moved in the 
past in gild and village organisations which have had no organic 
connection with the government system and, as regards the latter, 
little touch with the outer world. In modern China, while the 
attempt has been made to substitute a democratic for the old 
imperial system, no serious effort has been made to build up new 
political institutions on the old democratic foundations. A point 
at which the two may meet and vitalise each other must be found, 
and it is suggested that this may bo discovered in such rural 
communities. 

It is here, too, as Mr. Tawncy would probably agree (cp. p. 91 ), 
that the universities and other cultural groups can make con- 
structive contributions, that “ piecemeal ** policies can be given 
unity, and the different phases of the new life synthesised. The 
whole process of building such a community is essentially an 
educational one. Is it not the most direct method of bringing 
the benefits of now movements to the people and linking industry 
with cultural influences ? The educational system in the narrower 
sense w'ould include a lower elementary school, of the t3^e pro- 
posed by Mr. Tawney and his educational colleagues, in each 
village which could support one. At the centre would be the 
higher primary school or group of schools, with vocational training 
conducted in close association with the industries of the district 
and the agricultural demonstration work ; and this local educa- 
tional edifice Avill be completed by less formal but not less vital 
adult classes, linked with some i|^stitution or sj^stein analogous 
to the panish Folk High School. The co-operative societies and 
the organs of local administration will furnish strong supports 
for the educational work. 

This outline of the possibility of decentralised industry and 
its part in the developing rural community has been sketched, 
partly to indicate the process of local enterprise and experimenta- 
tion through which new economic and social patterns may arise, 
partly as an approach to the last chapter. There will bo general 
agreement with Mr. Tawncy’s suggestions as to the administrative 
assistance which the national government can derive through the 
League of Nations; with the recognition that government can 
only succeed as it shows results that touch the^ lives of the mass 
of the people ; and with the contention that in translating political 
rejuvenation into practical terms of social institutions, it is to the 
schools and universities that China must turn. To the layman 
these considerations seem to point to the importance of popular 



312 


THE ECONOMIC JOURNAL 


[JUNE 


initiative, and of local administration, and to reliance as far as 
possible on non-political or semi-political organisations, with 
varying measures of official recognition and support. 

" The advocate of a functional and equalitarian society is too 
modest in leaving no place for the social philosopher in the ranks 
of the foreign friends who may co-operate in the long task con- 
fronting China. China must choose her own ends; the new 
society must be built on Chinese foundations and her own historic 
culture rediscovered and reinterpreted in the light of her modem 
requirements. True ! but if the political genius of Dr. Sun is to 
be seen in the choice of his three guiding principles — all of them 
largely borrowed from the West — there is still much to be hoped 
for from such contacts between the universities of China tod other 
lands as will help her to fill out her conception of the People’s 
Livelihood and provide her the amplest means with which to 
fashion her new and larger ends. The dynamic will come from a 
realisation of possibilities dependent on the interweaving of new 
elements with the old. To the closer and more sustained cultural 
intercourse which is desirable for these ])urposes, it is greatly to 
be hoped that Mr. Tawney will continue to contribute. 

J. B. Tayler 

Yenching University ^ China. 

Twdve Sitfdies in Soviet Russia. Edited by Makgarp^t Cole. 
(Gollancz, 1933. Pp. 282. 5.s*.) 

Nationalism in the Soviet Union. By Hans Koun. (Routledge, 
1933. Pp. 164. 7s. 6fZ.) 

I 

The spate of literature which appears on the subject of the 
U.S.S.R. seems to be endless. And in dealing with a matter 
with such important political implications it is clear that every 
writer, however hard he tries to conform to standards of academic 
objectivity, cannot escape his own individual prejudices. In 
the twelve essays edited by Margaret Cole the writers have this 
advantage, that since they claim to be socialists to start with, 
they can show within the socialist system a far more academic 
approach than those who all the time are trying hard to be 
“ impartial ” in the face of their own liberal prejudices. 

The essays are of varying merit and cover a wide range. This 
appears to be mainly due, not to careful selection of topics, but 
to the personnel of the visiting group. In economics wo have 
“ The Soviet Economy ” by Dr. Dalton, “ Finance ” by F. W. 
Pethick-Lawrence, “ The Russian Worker ” by G. R. Mitchison, 
“ Power and Industrial Development ” by T. G. N. Haldane, 
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“ Agriculture ’’ by John Morgan, and, on the border-line between 
economics and more general aspects of social life, Margaret Cole’s 
essay on “Women and Children.” Besides these, there is a 
selection of essays on certain other aspects of Soviet life : “ The 
Political System ” by H. L. Beales, giving some idea of how the 
Soviet system does actually work, “ The Russian Legal System ” 
by D. N. Pritt, K.C., “ Architecture and Town-Planning ” by 
Geoffrey Ridley, A.R.I.B.A., “ Radio, Press and Publishing ” 
by R. W. Postgate, “ Archeology and the Intellectual Worker ” 
by Naomi Mitchison, and “ The Film ” by Rudolph Messel. It 
is clear that such a hotch-potch must suffer from important 
omissions, though overlapping has on the whole been avoided. 

One of the best essays in the book is T. G. N. Haldane’s con- 
tribution. As an expert with considerable technical knowledge 
it was possible for the writer to appreciate the technical advance 
whfch is being accomplished in a very backward country. At 
the same time the difficulties which are having to be faced 
are quite clear to him. The fulfilment of the first Five-Year 
Plan is emphasised, but the difficulties to be overcome are also 
enumerated : “ (a) Acute shortage of skilled workers ; (6) want 
of efficient organisation ; (c) defective transjiort and communica- 
tion; and (d) insufficient scope for individual initiative and 
responsibility.” It should be noted that all these points are in 
the forefront of all Soviet publicity at the present time, and are 
not faults observed by the foreigner while being sedulously 
hushed up at home. Further, it should be noted that the Plan 
was fulfilled in spite of these (^ifficulties, they were therefore 
difficulties of fulfilment, not effective obstacles to fulfilment. 

G. R. Mitchison, in “ The Russian Worker,” succeeds admir- 
ably in showing the new workers’ psychology which the Soviet 
system is developing. “ The leaders of Russia have succeeded 
in mobilising and using what may be variously called ‘ proletarian 
feeling,’ ‘ the Public School spirit ’ or ‘ public opinion.’ ” With 
regard to workers’ control and the freedom of criticism expressed 
in the “ Wall Newspaper ” so common in every Soviet institution, 
he writes as follows : “ There is too much vigour in the result 
to say that the wall newspaper is mere ‘ eye-wash ’ : you may 
compel people to have a wall newspaper, but I know no means 
of compelling them to have such funny pictures in it.” This 
essay and that of Margaret Cole are a good antidote to the 
academic worker’s general assumption that the things which he is 
accustomed to enjoy are generally enjoyed and that consequently 
the Soviet Union has robbed the “ population ” of such-joys. 
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For some reason or other it generally seems to be the experts 
on housing that best see Soviet life in its historical perspective. 
Presumably this is because the extreme primitiveness of the old 
Russian housing is still so visible that the contrast between old 
and new is always before the observer, while in other spheres 
relics of the past have been more or less wiped out and forgotten. 
Thus Mr. Ridley’s lesson concerning the development of housing 
from the very primitive to what may still seem primitive to well-ofE 
English visitors, is one which should have been fully extended to 
cover all spheres of this book. For example, in the case of 
agriculture, the heading “ Goon Land and a Hungry Country ” 
does not define “ hunger.” Now in the old Russia famine was 
rife, and almost every spring, in some district or other, people 
died of starvation. Hunger in the U.S.S.R. to-day means a 
relative shortage due to bad harvest, poor organisation and so on. 
But the kind of thing which even this spring is described as being 
“ famine ih Russia ” by the Press, when compared with* the 
kind of thing which was famine in Russia ” before 1917, shows 
a not unpleasant picture. Mr. Ridley’s perspective, applied to 
agriculture, could never have permitted such a heading to pass 
the editor. 

A gap left unfilled by the Fabian essays is covered by another 
book, recently published. Nationalism in the Soviet Union is, 
however, written from rather a different standpoint. The author 
has endeavoured to get clear as to the attitude of the Soviets 
to nationality, but at the same time as his knowledge of this 
particular aspect of Marxism seems fairly comprehensive, it is 
linked up with a strange attachment to the past. Thus, quota- 
tions from Communist theorists come side by side with quotations 
from the Old Testament, and instead of stressing what is new in 
the socialist attitude, the writer is always trying to link it up 
with a return to the Middle Ages. The author does make clear, 
however, the extent to which Communism and the national 
question are linked up, and is conect in pointing out that while 
Communism stresses the fight for liberation of all suppressed 
nationalities, since this is also a fight for class emancipation, the 
new national culture which is released by a successful struggle 
will be different from the national cultures of the past. The 
resources of national culture will be used in the expression of 
internationalist working-class sentiments. To the great work 
of the Soviets in raising the material and cultural level of the 
peoples of the East the writer pays due tribute. He also draws 
attention 4o the fight which is being conducted, in the ranks of 
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the Russian Communists themselves, against all pan>Russian 
tendencies, that is, against all tendencies to return to the old 
imperialist assumption of the supremacy or superiority of the 
Russian race. P. A. Sloan 


The New Survey of London Life and Labour : Volumes III and 
IV : Survey of Social Conditions. I. — Eastern Area and 
Eastern Area Maps. (London : P. S. King & Son, Ltd. 
1932. Pp. xvi + 476, and six Maps. 175. 6d. net each.) 

“ It is satisfactory to find that the level of poverty in East 
London is now only about one-third as high as in Charles Booth’s 
time. It is much less satisfactory to learn that, in spite of this 
shrinkage, there are still more than a quarter of a million persons 
below the poverty line. When we consider how low and bare is 
the minimum of subsistence of the Booth poverty line, it is 
impossible to rest content with a condition of things under which 
one in ten in the Eastern Survey Area are living below this level. 
If the great progress towards extinction of poverty is matter for 
sincere congratulation and encouragement, the magnitude and 
gravity of what still remains give no ground for facile complacence, 
but rather for disquiet and searching of heart.” 

Thus, the Director of the Survey sums up the position. The 
picture is one of great and real progress, to which among other 
things the Social Services and the Trade Boards Acts have 
immensely contributed. But the basis for calculating the poverty 
line is that of Booth and Rowntree, which covers only the bare 
necessaries of physical existence, that any reduction of income 
below this level involves serious and severe hardship. “ Poverty 
means deprivation of the barest necessaries of life. Many who 
are not ‘ poor ’ according to this severe standard lead narrow, 
dull and penurious lives.” Moreover, improvements in London 
have certainly been above the level of the whole country, owing 
to the relative advance in its economic position since the Booth 
Survey. Nevertheless, the improvement, when all allowances 
have been made, is immense ; and this specific study of the extent 
and causes of poverty fully bears out the favourable conclusions 
reached in the earlier volumes of the Survey. 

The present volume inaugurates that part of the Inquiry 
which corresponds to the Poverty Series of Booth’s Life and 
Labour, It only covers a part of the area under review, and the 
answer to many questions has to be left to a later volume. But 
it has a special interest, as including the districts in which most of 
No. 170. — ^VOL. XLin. Y 
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the problems of poverty were in Booth’s day, and still are, most 
acute, and in which Booth’s Inquiry was most detailed and com- 
plete ; and in them the comparison with the conditions of forty 
years ago can be made most comprehensive. The area covered, 
indeed, is much wider than “Charles Booth’s East London,” as 
it includes also the eastern boroughs of South London, and six 
boroughs to the north of the river outside the county boundaries. 
These last, except West Ham, are more well-to-do than the 
eastern boroughs of the County of London. The population 
covered by the present volume totals nearly two and a half 
millions, whilst the present population of Charles Booth’s East 
London is 852,000. The extension of the area raises certain 
difilculties regarding the proper basis of comparison. “ There is 
room,” says the Survey, “ for difference of opinion whether the 
best basis of comparison is between conditions in the identical 
area investigated by Charles Booth, or, in view of the eastward 
trend of working-class population, it is sounder to compare con- 
ditions in Booth’s East London with the whole of the New Survey 
area north of the Thames.” The latter basis, by adding relatively 
well-to-do areas, is apt to over-estimate, the former, owing to the 
migration outwards of the middle classes and of the more prosper- 
ous working classes, to under-estimate, the improvement ; and the 
Survey is very helpful in giving estimates on both bases. Thus, 
on the first method the decline in the percentage of poverty is 
from 35 to 15 (7 to 3), on the second from 34 to 12 (nearly 3 to 1). 
In either case, as the Survey emphasises, the improvement is 
very large. ^ 

The volume is mainly the work of Sir Hubert Llewellyn 
Smith, Director of the Survey, and Professor Bowley. It combines 
a double statistical inquiry into the extent of poverty, with 
detailed treatment of its more prominent causes, and chapters on 
special problems — on the Homeless Poor, on Street Trading, 
contributed by Mr. S. K. Ruck, and on the Hop-pickers’ Migration, 
in which Messrs. P. G. Nash and M. I. Michaels collaborate with 
the Director. The examination of poverty consists of an intensive 
“House Sample Analysis” (Professor Bowley ) into 12,000 working- 
class households, and an extensive Street Survey (the Director), 
based primarily on examination of the conditions in families with 
school-children in all streets and sections of streets through the 
area, a method closely resembling that of Booth. Each method 
has its definite advantages and they complement each other. 
The results yield a quite remarkable correspondence, the per- 
centage of poverty among the working-class population, with the 
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middle classes excluded, being 13-5 in the Street Survey (12 if the 
middle classes are included in the total population), and 13 in 
the House Sample. “ The predominant impression,*’ writes the 
Director, “ is one of wonder at the comparatively close approxima- 
tion and consistency of the two sets of results.” 

The inquiries have been conducted, and their conclusions 
presented, with great thoroughness and ability and with a wealth 
of statistics which are valuable not only for the purposes of the 
Survey, but for investigations in other fields. Some of the 
chapters are not for every reader, owing to the needs of a full 
statistical presentation. The methods adopted are admirably 
explained, and there is a most interesting comparison of the 
classification of the population now adopted with that of Charles 
Booth. One illustration of the decrease in poverty is seen here 
in the substitution for Booth’s classes B, C and D (the “ very poor” 
and the “ poor ”) of a single class, P (Poverty). Where the 
authors have a free hand, their ])resentation is most readable and 
interesting. 

The ‘‘ standard of minimum needs marking the poverty line ” 
is made as fully comparable as possible with Booth’s, the chief 
alteration being an addition of Ls\ 4d. per week for compulsory 
insurance, not existent in his day. The 1920 equivalent of his 
2ls, per week for a family of moderate size is placed at 385. to 405., 
inclusive of insurance. But the rise in standards since 1890 
renders a provision, limited as this is to the bare necessaries of life, 
inadequate to modern ideas of what constitutes a tolerable mini- 
mum ; and the Survey suggests flternativc bases of comparison, 
such as the normal income of unskilled workers. The difference 
may be illustrated by the case of an old-age pensioner living alone. 
His needs, exclusive of rent, are estimated at 75. 6d. per week on a 
standard based on the poverty line, whereas the London Public 
Assistance Committee’s scale is 105. or ILs*. per week. A most 
valuable distinction is made between “ static ” and “ dynamical ” 
poverty, emphasising that the worst evils of poverty result less 
from a low standard of living than from decline in accustomed 
standards. “ The lives of the poor, who have always been poor, 
are not necessarily unhappy, though hard, narrow, and stunted 
. . . for poverty so extreme as to cause acute physical distress is 
rare ” (static poverty). But.‘‘ the process of economic degrada- 
tion ” (dynamical poverty) “ by w^hich those who have known 
better things sink into poverty and suffer deprivation of comforts, 
hitherto regarded as necessaries, is often acutely painful and 
the constant apprehension of such a fall may be even more- 
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distressing. ” The substitution of unemployment for low wages, as 
the main cause of poverty, indeed, has the disadvantage of involving 
a relative increase in dynamical poverty, though absolutely the 
amount of poverty caused by unemployment is less than in 
Charles Booth’s day. 

Not only is the amount of poverty much reduced, but “ the 
statistics of family income make it clear that the majority of 
families have a considerable surplus above the minimum.” 
Moreover, above the poverty line, there has been an increase in 
the proportion of families possessing the standards of skilled 
workers. In “ Charles Booth’s East London ” the percentages 
of skilled and unskilled in 1929-30 were 40 and 36 respectively 
(46 and 33 in the whole Eastern Survey Area), compared with 
14 and 42 in 1889-90. The middle classes remain steady at 
about 9 per cent., but their big migration outside the Survey 
boundaries makes this really equivalent to an increase. 

Reduction in the amount of poverty is accompanied by its 
wider dispersion. “ This process is certainly beneficial from a 
social point of view, since ‘ pockets ’ of poverty and degradation, 
such as are not infrequently found in places where free circulation 
is impeded by physical barriers, e.g, railway embankments, 
canals or gasworks, tend to perpetuate themselves by inbreeding 
and the contamination of environment.” It might have been 
added that more scope is given to the mutual self-help of the poor, 
where poverty is not concentrated, but scattered among those in 
a better economic condition. 

The special chapters on pa|fticular causes of poverty tell a 
similar story. Poverty among the aged, though they have 
increased from 40 to 73 per thousand, is less absolutely as well as 
relatively, thanks very largely to Old Age Pensions. Unemploy- 
ment Insurance is preventing not only much actual want, but the 
anxiety of the breadwinner for his family. “ The evidence goes 
to show that abuses are of comparatively minor importance, and 
the outstanding fact is that National Insurance and Pensions have 
stood between the people and a state of distress and suffering that 
is terrible to contemplate.” The Survey adds that the right to 
benefit diminishes “ the urge to find an immediate job of any kind 
and at any rate of wage,” and thus gives the worker greater 
powers of waiting and bargaining ; but ” the abuse of this waiting 
power is exceptional and the bulk of the unemployed earnestly 
desire and actively seek re-employment.” The recent Lancashire 
Industrial Survey makes a similar statement regarding the short- 
time cotton workers. 



1933] CUMMINS : labour problem in the united states 319 

Even housing shows a measure of improvement. For whilst 
extreme overcrowding (more than three persons to a room) rose 
in the Eastern Survey Area between 1921 and 1931, overcrowding 
generally dropped from 25 per cent, to 21 per cent, and average 
density of population from 1-04 to 0*94 persons per room. Small 
though these beginnings may be, they “ afford welcome evidence 
that some effect has already been produced by the post-war 
revival of house-building under the auspices of public authorities. 
The fact that so many plague spots of intense overcrowding 
remain is equally an indication that very much remains to be 
accomplished. . . . Housing is still the dominant social question 
in London.” 

The Map volume contains five Poverty Maps, a key Map to 
the Poverty Maps, and an Overcrowding Map. The latter, to 
which there does not seem to be a counterpart in the Booth Maps, 
has a special value, and is included because of the special con- 
ditions of to-day, which render overcrowding “ less a symptom and 
measure of poverty than a separate, though cognate, social 
problem.” For the lack of correlation between poverty and over- 
crowding is often marked, since housing has not kept pace with 
improvements in earnings. Eeasons of expense have limited the 
adoption of a six-inch scale, to the two maps of the more crowded 
Inner, North-east and South-east Districts. A four-inch scale is 
adopted for the less thickly populated outer areas, and seems 
adequate for its purpose. The Map volume geneially seems an 
admirable companion to a most important fSurvey. 

^ N. B. Dearle 

The Labour Problem in the United Slate^<f. By Professor E. E. 

CuAiMiNS (London: Macmillan. 1932. Pp. xiv 857. 

185 .) 

In his preface, Mr. Cummins describes his approach to the 
labour problem. He views it as the inevitable expression in 
the money economy of man’s eternal effort to better his economic 
status. The wage-earner struggles with his employer, whom he 
finds barring his progress. The plan of the book is developed 
to illustrate and defend this point of view. It is written in six 
parts, the first of which describes briefly the origins of the wage- 
earning class in the capitalistic order. The four chapters in 
Part II elaborate the grievances of the wage-earner. Chapter I, 
describing the nature and various types of unemployment, 
includes a comprehensive account of the difficulties of measuring 
unemployment in America, the attempt of the Government to 
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minimise its extent, and the various efforts of interested persons 
and organisations to discover the true situation, with comparisons 
of the results obtained. The case for shorter hours and the 
relationship between industrial conditions and health are given 
in Chapters II and III respectively. The final chapter of this 
section, entitled “ Income,** describes the course of real wages 
during the last century, the relation between earnings and 
budgets and the distribution of wealth and income in the United 
States. 

Parts III, IV and V, the major portion of the book, are a 
picture of the active struggle between employer and employed, 
with the State as a biased referee. After a skeleton history of 
early activities, the author arrays the opposed forces. Unionism, 
the only important expression of American labour, is thoroughly 
inspected. Since the industrial form was short-lived in the 
nineteenth century, and is virile, progressive but limited in the 
twentieth, the trade unions, united in the American Federation 
of Labour, occupy the larger part of the author’s discussions in 
Part III. The various union types, their programmes and 
problems, are detailed vigorously and critically. 

The American employer has joined battle with the union, 
adding varied and indirect weapons to the standard weapon of 
the lock-out. The injunction, the “ yellow-dog ** contract 
(abjuring membership in a union), company labour policies and 
organisations and the blacklist have played their part in the 
struggle with the employer. The author illustrates the position 
of the employer in an economy^ which compels him to produce 
efficiently in terms of money costs, and his inevitable opposition 
to labour’s efforts to jirocure a greater share of the national 
income. His opposition has, in a limited field, been indirect, 
taking the employee away from the union by the counter- 
attractions of profit-sharing and benefit plans. 

The State has been quiescent. Enactments and legal inter- 
pretations and concepts lag far behind the rapidly changing 
institutions. Capitalist in sympathy and influenced by an 
obsolete individualism, it has limited and obscured the status 
of labour organisation, bewildering the latter with a peculiar 
division of legislative authority and jurisdictions. Part V — 
“ The State ” — is an inclusive account of the uncertain and passive 
attitude of the State to the labour problem. 

Part VI is a conclusion to the theorem of the preface and 
the construction and argument of Parts I-V. The general 
position of unionism is defended, with criticisms of its lack of 
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adaptation to changing conditions. The helplessness of the 
individual employers is depicted with suggestions for a modifica- 
tion of their policies, and the limited and retarded activities of 
the State are contrasted with governmental actions in other 
nations. 

The author, in describing the American labour problem, has 
limited the scope of his discussion to the evidence of conscious 
and deliberate class struggle. His point of view and the limits 
of space may explain this course, but the brevity of the treat- 
ment given to those labour problems not covered by a discussion 
of unionism cannot be excused on these grounds. The reader is 
left without any quantitative description of the labour problem. 
In his sub-section on the numerical strength of unionism, the 
author devotes a paragraph to the difficulty of estimating the 
extent of the working force, without indicating what this is. 
He refers to immigrant labour and the newer industries employing 
a large percentage of unskilled labour, but makes no estimate of 
the importance of these factors. The geographical and racial 
problems are almost completely ignored. 

A similar treatment has been given to the periods of labour 
activity in the political field, the reform period of the ’forties and 
the movements of the ’sixties being discussed with a brevity 
necessitating a wide background of knowledge on the part of the 
reader. A short half -paragraph is devoted to the work of Henry 
George Evans and the agrarian movement, and a phrase dismisses 
the green-backers. The influence of Ira Steward on the eight- 
hour movement is ignored, an^ the conflict of opinions in the 
’forties, illustrated in the writings of Horace Greeley, is given a 
passing reference. 

Organised labour reached its peak of numerical strength in 
1920, with a membership of slightly more than five millions, 
representing one-fifth of the working force. The Labour Problem 
in America discusses the remaining four-fifths only by references 
subsidiary to the main argument. The labour problem, as here 
presented, is limited by the author’s purpose. 

A. G. Heakes 

The Elements of Economics. By J. K. Mehta. (London : Rout- 
ledge & Sons, Ltd., 1932. Pp. xii + 280. 10*'. 6d.) 

Professor Mehta has produced an interesting and original 
book. In his opinion economics is essentially a mathematical 
science, and some of its most important principles are not intel- 
ligible without the use of mathematical methods. Accordingly 
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he does not consign his curves and formulae to footnotes, appen- 
dices or even to the end of chapters, but embodies them in each 
chapter of the text at an early stage of the discussion. The first 
ten chapters are devoted to an exhaustive description of diagrams 
of all kinds : the linear, areal and cubic methods, graphs and 
curves. Then he proceeds to deal, first with problems of Con- 
sumption, next with Production under the headings of Land, 
Labour and Mobility of Labour, Capital and Organisation, and 
finally with Exchange, Monopoly and Price Discrimination, 
ending somewhat abruptly with a single page on Dumping. 

While claiming much for his method. Professor Mehta does 
not overstate his case. Thus he admits that utility curves possess 
no practical importance, since mental satisfaction can never be 
measured easily or accurately. His graphs are explained with a 
patient and detailed accuracy that will make them intelligible to 
the dullest intellect. The theory of Consumer’s Rent is given a 
particularly happy illustration, but one might almost have 
expected him to point to the limitations involved by the fact 
that the various experiences of consumer’s rent which a pur- 
chaser enjoys in respect of a number of separate purchases are 
possibly alternatives and not susceptible of indefinite addition. 
The treatment of Diminishing Returns is not quite so lucid as 
the rest of the exposition, and a good deal of discussion is devoted 
to a distinction between diminishing returns from agricultural 
land and from mines and quarries which could have been disposed 
of in a single sentence. Population problems are treated at 
some length, with a biological digression on the dangers of look- 
ing to environment to improve laulty stocks, which is probably 
newer to Indian than to British students. The originality of the 
book lies in the mathematical treatment adopted throughout, 
but the author is fully justified in claiming that useful matter 
may be found by any reader in all the chapters. 

H. Reynard 

The Co-operative Movement in India, Its Relation to a Sound 

National Economy, By Eleanor M. Hough, Pli.D. 

(London : P. S. King & Son. 1932. Pp. 340. 15.s. net.) 

In an introduction to this well-documented book Sir Horace 
Plunkett tells how “ a young American lady, passing through 
London on her way from India to the United States, called upon 
me. She told me that she had written a book upon ‘The Co- 
operative Movement in India,’ and that if I would write a brief 
introduction, she would be greatly obliged.” Sir Horace says that 
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he set to work on the task of reading the book and simply could 
not put it down. Professor Kaji of the Sydenham College of 
Commerce, Bombay University, follows Sir Horace Plunkett’s 
introduction with a foreword on the co-operative movement, in 
regard to which he is an authority. 

The arrangement of the book is attractive. Miss Hough first 
describes India’s present national economy. In a second chapter 
she gives the aims of the co-operative movement, and in a third a 
good description of the movement in India. She attempts an 
evaluation in the fourth chapter, and in the final one she deals with 
the potential contribution of the present movement. In an 
appendix she gives the Co-operative Societies Act, Act II of 1912, 
and in a second appendix useful statistical tables. The index 
unfortunately is incomplete. Sir Horace Plunkett, quoted from 
time to time throughout the book, has not even a place in it. The 
book is a lucid and competent summary of the present position, 
but it contains, to speak perfectly frankly, nothing original, no 
new light, and it does not really separate the big and vital issues 
of the movement from the minor points. 

Miss Hough might have examined more closely the working 
out of the recommendations of the Maclagan Committee of 1914- 
15 and the strongly- worded Report of the Oakden Committee 
appointed by the United Provinces Government in 1925. The 
unsound system in the Central Provinces, which some years ago 
gave rise to almost a financial crisis in these Provinces, the steady 
increase in overdue loans in Madras and the stagnation of the 
movement in Burma, have been djjcussed by the Royal Commission 
on Agriculture in India in its Report of 1928. The working of the 
societies is unsatisfactory. Members of societies delay the repay- 
ment of loans even when able to pay, and office-holders refrain 
from taking action against defaulters. There is, too, always the 
hesitation to liquidate societies whose condition is beyond remedy. 
We know the causes, of which the chief are the lack of training and 
knowledge of co-operative principles, the fear on the j)art of office- 
holders of incurring unpopularity when action is taken against 
recalcitrants for overdue debts, and the lack of control on the part 
of members over their president and committee. We do not yet 
know how to get members of co-operative organisations to assume 
complete control of their societies. Educational effort in this 
direction might be far stronger than it is. How is it to bo carried 
out ? This and other matters, several of which are touched on 
by the Managing Governor of the Imperial Bank, deserved greater 
attention in Miss Hough’s survey. I am convinced that the whole 
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future of the movement must depend on keen and alert non- 
official leadership. How far an expert staff would educate 
the people in co-operative principles is a matter for urgent 
consideration. 

Miss Hough would agree that the key to the whole position is 
the primary village society. If it is not sound, how can the 
superstructure of unions, central banks, and the provincial bank 
continue to prosper ? Soundness implies not merely carrying on 
business on sound lines, but that every member of the society must 
be intimately acquainted with each other and feel that they must 
all stand or fall together. In other words, the co-operative credit 
society must capitalise the honesty of the poor. Is this being 
done and, if not, how must it be carried out in detail? The 
President of the Conference desired the appointment of special 
recovery officers. It was never intended to recover overdue loans 
through the Government revenue agency. It is difficult to recon- 
cile any such system of summary recovery of overdue loans 
through Government agency with real co-operative principles. 
Does the present exceptional trade depression demand exceptional 
measures in dealing with this problem ? It is in search of guidance 
on such vital major issues of the movement as these that the real 
student of the subject will go for light. 

G. F. SlIIRRAS 

Gujarat College, 

Ahmedabad, 

Business Statistics. (Eiggleman and Frisbee.) (McGraw Hill 
Co. 24..) " 

Elements of Practical Statistics. (Harper.) (Macmillan Co. of 
New York. 10^. 6r/.) 

An Englishman, reading these and other American text-books 
on statistics, is likely to reach two conclusions together. On the 
one hand, the fact that so many and such comprehensive books on 
the subject are published in the U.S.A. does clearly indicate that 
there are very large numbers of students of the subject, working up 
to quite a high standard, and it is also clear that many people are 
interested in the matter of applying statistical methods to current 
business problems. In these respects America is certainly very 
far ahead of us. But at the same time I think it is fair to say that 
these books at any rate show very little of the original or con- 
structive thinking which makes certain statistical works at once 
so interesting and so difficult. Perhaps some will say that it is 
more necessary at the present time to consolidate the ground that 
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has been won than to seek for new departures of thought. But I 
think myself that the difficulties encountered by the first great 
school of thought on this subject— the Harvard school— point to 
the conclusion that fundamental revolutionary changes of thought 
are yet required in the matter of applying statistical methods in 
economics. 

But of course I do not wish to deny the need for dissemination 
of the knowledge already won, and I think that both business and 
economics in this country would be very great gainers if the 
practice and teaching of statistics were raised to the level of the 
U.S.A. Both these books are of a type that is not available in 
this country, and deserve to be widely read. 

Business Statisticj^ is a big and expensive volume, but it is 
worth the cost. It contains only an indispensable minimum of 
theory (and this really is very small indeed), and nearly the whole 
book is devoted to the practical problems of applying statistics in 
business. The reader is not expected to be a trained mathemati- 
cian or a trained economist, while, on the other hand, the book 
gives much space to such humdrum but necessary matters as how 
to tabulate data from pay-rolls, how to prepare a statistical map, an 
investment analysis or a questionnaire. On many of the subjects 
covered in the book there is nothing very new to say, but the most 
interesting part of the book is the chapter entitled “ Production 
and Labour Statistics.” In this chapter we get a very close in- 
sight into the detailed statistical control of productive processes, 
and of the use of statistical machinery. The last chapter, 
“ Executive Control and Manag^ent,” is ratlier disappointing, 
because it mainly consists of quotations from an article written 
by Col. Rorty in 1923. This article has many sensible things to 
say about statistical control ” in business, but it is rather 
abstract and one feels that there are not yet many real examples 
which can be quoted from. 

Elements of Practicdl Statistics is quite a different type of book. 
It is an elementary text-book, and a very good one. The author 
is an agricultural economist, but the book shows no bias in that 
or any direction, and in spite of one serious mistake (the formula 
for the mode on p. 114) it may be confidently recommended to 
anyone beginning the subject and wanting a short and very clear 
exposition of elementary theory. 

There is a useful chapter on graphical work, and some moder- 
ately advanced material on multiple correlation, a matter of 
especial interest to agricultural economists. But naturally there 
are a great many branches of the subject which it does not touch, 
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and it should be regarded as a forerunner to the more advanced 
text-books. It may be said, however, to contain the necessary 
minimum, from the point of view of the reader whose primary 
interest is in applied statistics, of the mathematical theory. 

C. G. Clark 

Ecommiics in Primitive Communities. By Richard Tjiurnwai.d. 

(Oxford University Press. Pp. 314. 5^.) 

The subject-matter of economies is human behaviour, and it is 
not limited to the behaviour of human beings of any particular 
times or places or cultural conditions. The economist may choose 
to concentrate his attention upon the community in which he lives 
and other communities closely resembling it. But in so doing he 
is restricting his outlook to a part only of his subject. And even 
those economists who so limit themselves feel the need to institute 
comparisons with states of society as different as possible from their 
mvn, in order to bring out the significance of their institutions and 
practices. 

For this purpose some have been tempted to invent an ideal 
natural man, a Robinson Crusoe or a simple savage, by way of 
contrast with civilised jxjople. Such abstractions may serve a 
purpose, and may ilirow light on the rational basis of economic 
institutions. But they fail to link up those institutions with their 
human origin ; they fail to explain that great tangle of irrationality 
which still pervades civilised society; they fail to interpret history, 
on which we have to depend for much of the evidence of human 
behaviour. ^ 

Economists ought therefore to be grateful to any anthropologist 
who will help them to substitute a concrete picture of primitive 
man and his institutions for such abstractions. And they will find 
that Professor ThurnwakVs book is well designed to meet this need. 

The book is mainly a compilation ; that is to say, the author 
has collected together and classified a great mass of facts, of which 
the common characteristic is that they illustrate the economic 
activities of communities (whether of the present day or of the 
past) of the kind that anthropologists study. 

If the facts arc to be faithfully recorded, the descriptions of 
them must not diverge too far from the actual words of those who 
originally observed them. The result is that the arrangement of 
the book is inevitably somewhat confused. There is overlapping 
among the topics successively dealt with, because the facts that 
properly belong to one heading are often narrated in a context 
that belongs to another. 
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This fault does not materially impair the value of the book, 
but it necessitates careful reading, and frequent cross references 
(which a fuller index would have facilitated) arc desirable. 

The book supplies the economist with a wealth of material. It 
brings out the intimate dependence of the social structure of primi- 
tive communities upon the type of economic activity which pro- 
vides their subsistence. It traces the growth of the ideas of 
authority and status both in ancient times and among uncivilised 
communities of the present day, and makes clear the relation of 
those ideas to the problem of distribution. 

Particularly interesting are the short chapters on “ Barter,” 
“ Trade,” “ The Market ” and Purchase,” and also the dozen 
pages on “ Symbols of Value and Money.” (We arc led, however, 
to feel some distrust of the author’s knowledge of currency when 
he describes the Maria Theresa dollar as of “ face value 5*5 gold 
francs.”) 

R. G. Hawtrey 

Nottinghamshire in the Eighteenth Century. A Study of Life and 
Labour under the Squirearchy. By J. D. Chambers. (P. S. 
King & Son. 1932. Pp. xi + 377. 15^.) 

The growth of an interest in local history is a very satis- 
factory symptom of the increased interest in economic history, 
and Mr. Chambers in his preface outlines the object of such 
studies as his own in expressing the hope that “ the specialist 
student of economic history will find something of interest in a 
study that enables generally accepted views to be seen in their 
application to a particular case,” while the teacher may gain 
“ some help in bridging the gap between the village or county 
and the national life.” The book is very successful in fulfilling 
both these aims. It is perhaps a pity that the title insists upon 
such a limited period, since, in fact, Mr. Chambers has refused 
to be bound by it ; and, although it may be rather confusing to 
find that the eighteenth cciituT}^ includes most of the seventeenth 
and a considerable number of excursions into the nineteenth, 
he has been enabled to give a much more comprehensible account 
of the social framework of the county than if he had folloAved 
his title exactly. 

The book is divided into three sections, the first and last of 
which deal with the rise of the Squirearchy and with social life 
under its sway, while the second describes the development of 
industry and agriculture. The chapters on agriculture are 
particularly interesting, and Mr. Tate of Sutton Bonington has 
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supplied an invaluable appendix giving a list of all the parishes 
of the county with their enclosure history. By means of a minute 
anal 3 rsis of this information, Mr. Chambers is able to present a 
very clear picture of the factors making for and against enclosure. 
He finds that between 1700 and 1800 a much larger part of the 
county was enclosed by agreement than by Act of Parliament 
(41 pel: cent, against 24*8 per cent, according to an estimate on 
p. 149), and he shows that non-parliamentary enclosure occurred 
in villages where the small owner had already almost disappeared, 
whereas the parliamentary enclosures were those where opposi- 
tion was expected. The results of his investigations thus con- 
firm those recently published by Mr. Davies in showing that, so 
far from the disappearance of the small landowner being a result 
of enclosure, it had taken place in many localities in Notting- 
hamshire before enclosure, and was indeed an antecedent con- 
dition of it. Mr. Chambers also supplies one or two very 
interesting examples of communal action by villagers in regard 
to the management of their common fields, and proves that the 
Act of 1773, which allowed changes in rotation or crops to be 
made by a majority of three quarters of the occupiers instead of 
requiring unanimity, was not such a dead letter as has been 
thought. These instances lead him to the conclusion (p. 176) 
that if the State had made a serious attempt to apply improve- 
ments in agricultural methods to the open field system “ the 
attempt would not have been foredoomed to failure, at least in 
the grain-growing districts.” 

The section devoted to industry is not so comprehensive as 
that on agriculture. Mr. Chambers can find no material for 
attempting a history of coal mining, the third industry in import- 
ance in the county in the eighteenth century, and believes that 
no account of its development before 1840 is possible. This is 
the more to be regretted in that he has a mining tradition in his 
own family; but the fact that this is a tradition of primitive 
methods persisting late into the nineteenth century has perhajjs 
led him to generalise rather too freely about the absence of 
machinery, since steam winches and other hauling machinery 
are said by a contemporary author to have been in use in some 
Nottinghamshire collieries in 1810. Nor does Idr. Chambers 
find room for any account of the cotton spinning mills which 
spread over the county in the last twenty years of the eighteenth 
century and disappeared in the first forty of the nineteenth. It 
would be interesting to know what part Nottingham, with its 
population of highly-skilled frame-makers familiar with one of 
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the most intricate machines known prior to the nineteenth 
century, took in the development of textile machinery ; but one 
most conclude that Mr. Chambers has not been more fortunate 
than previous investigators in finding information on these points. 
He concentrates on the characteristic industry of the county, 
framework knitting, and, though he does not here add much to 
our knowledge, his description of this extremely interesting trade, 
with its struggle against the Company, its early and remarkably 
successful Trade Unionism and the highly developed character of 
its capitalism based on the domestic system, is full and com- 
petent. Perhaps he relies a little too much on Gravenor Henson 
as an authority for the early eighteenth century. It is true that 
Henson is the chief source for the history of the industry, and he 
was a careful, and, as far as he was able, a truthful, recorder, but 
he was not bom until 1785, and he had no reliable means of 
checking the traditions handed down to him by older members 
of the trade ; moreover, he wrote with a strong bias in favour of 
the Company, which he regarded as a protector of the workman. 
There is a misprint in the passage quoted from him (p. 96) about 
attempts at cotton-spinning machinery in Nottingham previous 
to Arkwright; the name written “ Jones ” should be “ James,’* 
a point of some importance, since it does not seem impossible 
that the story refers to the Thomas James who was Hargreaves’ 
partner. Again, it is perhaps a little misleading to use evidence 
from Godaiming to illustrate conditions in Nottinghamshire; 
the industry in Surrey was a dying one, and it does not seem 
quite clear that conditions in the Midlands, though often very 
bad, were ever quite as bad as in%he South. But these arc very 
minor criticisms of a valuable book which admirably fulfils its 
author’s intention. Special mention is due to the last chapter, 
which relates the culture of the period to its economic and social 
life. This is an attempt which is not made as often as it might 
be, and the results of it here are remarkably illuminating. They 
suggest that what was really wrong with the eighteenth century 
was that it had relegated education, in the sense of the develop- 
ment of the mind for its own sake, to the category of polite 
accomplishments reserved for the wealthy. 

J. DE L. Mann 

The Economics of Welfare, By A. C. PiGOU. Fourth edition, 
1932. (Macmillan. Pp. 837. 30s.) 

In this new" edition, the principal changes affect the chapters 
on ‘‘ What is meant by keeping Capital intact,” “ The Measure- 
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ment of Changes in the Size of the National Dividend,” “ Increas- 
ing and Decreasing Supply Price,” ” Monopolistic Competition,” 
“ The Distribution of Labour among Occupations and Places,” 
and “ Interference to raise Wages where they are Unfair.” 

The Gold Standard, By R. G. Hawtrey. Third edition. (Long- 
mans. Pp. 248. 5s.) 

In the Preface to this new edition, the author says : “ The 
interval that has passed (since 1931) has been fertile both of 
events and of controversies. I have endeavoured to show how 
the doctrines expounded in the earlier part of the book should be 
applied to interpret the events and solve the controversies. That 
task has necessitated the expansion of the single additional 
chapter which sufficed in 1931 into three chapters.” 

Great Britain from Adam Smith to the Present Day. By C. R. Fay. 
Third edition. (Longmans. Pp. 482. 12.s\ (Sd.) 

This new edition includes a brief Supplement on “ A Decade 
of Rationalisation, 1922-32,” and a summary of new literature 
on the period. 



NOTES AND MEMOEANDA 

The Irish Free State Finances 

(1) In the Economic Jouhn.it. of June 1928 was published 
an inquiry into the orthodoxy of the Free State Government’s 
financial administration from 1922 to 1927. It now requires 
correction in several minor points. An accounting monstrosity, 
whereby sums voted for Property Losses Compensation were 
appropriated in aid of the vote for Public Works and Buildings 
in 1925—6—7, was overlooked. The final audited expenditure for 
1926-7 is also now available. Some corrections of principle 
appear desirable. Once net borrowing has ceased, the reduction 
of the principal debt outstanding is a proper charge against 
revenue ; but, so long as the volume of principal debt outstanding 
is steadily increasing, sinking fund appropriations produce only 
a futile scries of cross-entries, the net effect of which (if the 
appropriations arc effectively met out of revenue) is that some 
part of the extraordinary ” ex])cnditure is covered by revenue 
and now borrowing correspondingly reduced : this might as well 
be shown openly. The annually accruing interest on Savings 
Certificates is a charge that ought to have been, but was not, 
provided for out of current income. For “ ordinary ” Army 
expenditure, the figure of £1,750,000 w as then adopted ; £1 ,250,000 
seems more plausible now. The (l)rrccte(l table of comparison of 
receipts and expenditure is combined with the corresponding 
table for the period 1927-32 at the end of this article. 

(2) As before, each year show^s an apparent deficit : 


Ycnr. 

llevonue. 

Expenditure. 

Deficit. 

1927-28 

£ 

24,330,100 

1 24,597,200 

£ 

27,871,600 

i 

3,535,600 

1928-29 

28,205,900 

3,008,700 

1929-30 

24,041,900 

27,151,000 

2,511,100 

1930-31 

24,497,200 

20,790,300 

2.299,100 

1931-32 

25,054,000 

27,301,1001 

i 

1,046,500 


^ Exchequer issues. 


(3) But the gross expenditure includes temporary advances 
and issues to meet capital expenditure to the Unemployment 
Insurance Fund, the Shannon Fund, the Electricity Supply 
Board (under the Electricity (Supply) Acts, 1927 to 1931), the 
No. 170. — VOL. xiiin. z 
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vote for the Post Office (under the Telephone Capital Acts, 1924 
to 1931), the Boad Fund (under the Road Fund (Advances) Act, 
1926), for the provision of token coinage (under the Coinage Act, 
1926) and for redemption of existing debt. Advances to the 
Local Loans Fund, to Agricultural Credit Societies, to the Dairy 
Disposals Board for the purchase of creameries and several 
smaller miscellaneous advances arc charged to Supply Service 
votes. The amounts have been : 


Year. 

Advances. 

Debt 

Kedomption. 

Total. 

“ Other 
Issues.” 

“ Supply 
Services.” 


£ 

£ 

£ 

£ 

1927-28 

1,939,000 

327,600 

664,300 

2,931,500 

1928-29 

2,446,600 

580,600 

617,300 

3,644,500 

1929-30 ! 

2,185,800 

512,000 

584,500 

3,282,300 

1930-31 , 

1,379,200 

653,800 

1,230,800 

3,233,800 

1931-32 

1,110,500 1 

050,000 i 1 

655,300 1 

2,415,800 


^ £80,000 of this total is estimated, in the absence of the Appropriation 
Accounts for this year. 


(4) The extraordinary expenditures have continued, but on a 
tiiminishing scale : 


Year. 

Compensation. 

Restora- 
tion of 
Public 
Buildings. 

Excess 
Cost of 
tho Army. 

Total. 

Personal 

Injuries. 

Property 

Losses. 


£ 

£ 

£ 

£ 


1927-28 

4,500 

449,800 

189,400 

717,900 

1,361,600 

1928-29 

3,300 

257,100 

158,400 

510,600 

929,400 

1929-30 

3,600 

204.2001 

102,200 

9,500 

319,500 

1930-31 

2,700 

74,600 

73,700 

nil 

151,000 

1931-32 

2,400 » 

170,400 1 

nil 

172,800 1 


1 Exchequer issues. 


(5) To the ordinary expenditure must be added sums to 
provide for the annually accruing interest on Savings Certificates 
outstanding. The Finance Act, 1929, made provision for the 
annual payment of sums into an Interest Charge Equalisation 
Account, and the amounts here listed are the net balance remain- 
ing after deduction of such provision : 

Year . 1927-28 1028-29 1989-30 1930-31 1931-32 

Amount £131,500 £170,000 Cr. 61,100 Cr. 10,600 Cr. 13,300 

(6) The gross revenue includes the proceeds of the destruction 
of capital assets. Temporary advances have been repaid by the 
Unemployment Insurance Fund, the Road Fund, under the 
Coinage Act, by Co-operative Creamery Societies, Agricultural 
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Credit Societies, the National City Banlc and numerous other 
borrowers, and the proceeds brought into account as “ other 
receipts,” miscellaneous revenue or appropriations in aid of votes. 
The process of winding up Departmental funds and transferring 
their liabilities to Supply Service votes has been continued. 
The funds abolished were : the Intermediate Education, Endow- 
ment, Lunacy, Forestry, Fines and Fees, National Monuments, 
District Court Clerks’ and Congested Districts Board’s Funds. 

Several other minor assets were also realised. The totals 
collected from these “ extraordinar}'^ receipts ” have been : 


Year. 

Repayment of Advances. 

Destruction 
of Assets. 

Total. 

" Other 
Receipts.” 

” Supply 
Services.” 


£ 

£ 

£ 

£ 

1927-28 

350,000 

60,300 

473,400 

883,700 

1928-29 

345,200 

81,000 

235,900 

662,100 

1929-30 

418,500 

.309,900 

.30,300 

768,700 

1930-31 

339,700 

89,800 

53,100 

482,600 

1931-32 

80,600 

210,6001 

73,800 

365,000 


1 Contains an ostimatod fignro of £50,000 for tho loans whose repayment is 
appropriated in aid of votes. 


(7) A summarisation of these corrections gives the following 
table : 


Year. 

Ordinary. 

Extraordinary. 

Net New 
Borrowing. 

Receipts. 

Expendi- 
ture. ^ 

Receipts. ^ 

Expendi- 

ture. 


£ 

£ 

£ 

£ 

£ 

1922-23 

25,419,900 

21,00.3,200 

— 

7,532,400 

3,115,700 

192.3-24 

29,003,200 

26,307,200 

2,171,600 

14,272,000 

9,404.400 

1924-25 

26,183,700 

24,043,500 

771,400 

5,464,400 

2,5.52,800 

1925-26 

24,465,400 

23,441,200 

1,088,700 

4,133,.500 

2,320,600 

1926-27 

23,892,200 

22,405,800 

1,382,500 

5,739,700 

2,870,800 

1927-28 

2.3,452,400 

23,710,000 

883,700 

4,293,100 

3,667,000 

1928-29 

23,935,100 

23,868,000 

662,100 

4,57.3,900 

.3,844,700 

1929-30 

23,883,200 

23,491,100 

758,700 

3,601,800 

2,451,000 

1930-31 

24,014,600 

23,401,000 

482,600 

3,384,800 

2,288,600 

1931-32 

25,289,600 

24,725,800 

365,000 

2,688,600 

1,659,800 


With the exception of a trifling deficit in 1927-28, the capacity 
to cover ordinary expenditure out of ordinary revenue was 
maintained throughout the decennium. Surpluses of current 
revenue totalled £13,142,500, extraordinary revenue £8,566,300, 
leaving capital and extraordinary expenditures to the amount of 
£34,775,400 to be met by borrowing. Cr. A. Dtjncan 

Trinity College, Dublin. 

z 2 
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Marx’s Theory of Money 

Reference is seldom made to Marx’s theory of money, but it 
has distinctive features, and its presentation still makes stimulating 
reading, for it deals with questions that retain their actuality. 
The most complete statement of the pure theory is in the Critique 
of Political Economy ; there is a summary re-statement in the 
first volume of Capital, and the other volumes contain extremely 
interesting applications. The value of money is determined by 
the quantity of socially necessary labour-time embodied in its 
production. It makes no difference to the argument, and it may 
secure a better hearing for Marx, if we say he means that the 
value of money is measured by its cost of production. The term 
money must be restricted to “ hard ” money : bullion, standard 
coins and convertible notes. Ricardo, according to Marx, had 
taught that the value of money is determined by the labour- 
time needed for its production, but had added the qualification 
that this applied only when the quantity of money stood in the 
right proportion to the prices and quantities of commodities to 
bo exchanged. Marx rejects this qualification. Ho denies 
absolutely that the price-level depends on the quantity of money 
in circulation ; he maintains, on the contrary, that the quantity 
of money in circulation depends on the price-level, and is raised 
or lowered as prices rise or fall. The quantity of money needed 
depends on its velocity, on the volume of transactions, and on 
the “ value ” of money in the sense of the amount of socially 
necessary labour-time embodiec^ in its production. 

If the quantity of money in circulation depends on the price- 
level, how is the quantity regulated, what makes it expand and 
contract according to need ? In answer, Marx refers to hoarding 
and dishoarding — ^factors more important in the world than we 
in a country like England arc apt to suppose. In an advanced 
capitalistic country, hoarding tends to become very small, but 
in primitive societies a hoard of money is the normal form of 
surplus wealth, wealth that is saved instead of being consumed. 
The opportunity or the will to invest, or both, are lacking. The 
primitive condition still obtains over a large part of the world. 
India is a sink for the precious metals, China also is a considerable 
hoarder, and it is generally believed that the peasantries of 
countries that are our near neighbours keep their savings in 
stockings. 

Hoards do not take only the form of hidden treasure. The 
money material may be withdrawn from circulation by being 
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turned into objects of luxury, and very often these objects have 
comparatively little value added to them by workmanship and 
they can easily be changed into metallic money. Marx insists 
that the amount of gold used as objects of luxury is large. He 
quotes W. Jacob as saying that there was twice as much gold and 
silver in objects of luxury as in the form of money in England 
in 1829. Marx also argues that it is the increase of wealth, 
not the fall in value of the precious metals, that causes an 
increased use in objects of luxury. For the tendency to hoard 
there arc impelling reasons, psychological and economic. “ Money 
is not only an object of the passion for riches ; it is the object of 
that passion. The latter is essentially auri sacra fames' ^ It 
would be senseless to heap up surplus amounts of other use- 
values, but nobody can accumulate too much money, the one 
commodity that has permanent and universal exchangeability, 
whoso use value consists in its exchange value. Not only 
individuals, from peasants to kings, have their hoards, but 
throughout history there have been State hoards of the precious 
metals, the universal money. Whatever economic loss may be 
the result of saving-without-investment, there are intelligible 
reasons for it from the standpoint of tlie hoarder. 

Marx points out, as others have done, that hoarding increases 
in times of disturbance and uncertainty. In such times there is 
apt to be saving-without-investment or, as Marx called it, inter- 
ruption of circulation, for a twofold reason ; because both pro- 
duction and consumption are lessened. Reserves are not hoards ; 
reserves are kept to meet pa3^ients that may become due. 
Reserves are witliin circulation, hoards are outside it. The 
reason why hoarding is normally at a minimum under capitalism 
is that it prevents the conversion of money into capital and the 
production of surplus-value. 

The doctrine that the quantity of money in circulation 
depends on prices is not upset by the fact that new money may 
come from the mines, and an addition from this source may well 
have increased prices as a sequel. For though the price-level 
does not depend on the quantity of money, it docs depend on its 
value — that is to say, on the amount of socially necessary labour- 
time embodied in the production of gold. An increased output 
from the mines may be due to a fall in its value, or, what is the 
same thing, an increased productivity of labour in gold-mining. 
By the value of money Marx always means the amount of labour- 
time socially necessary for its production. If the cost of pro- 

^ Critique^ p. 370. 
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ducing gold falls, its value falls, and more gold has to be given for 
other commodities which have not fallen in value, i.c. cost of 
production. The value of money can thus rise when general 
prices are rising; this would occur when there was an increase 
in the production costs of all commodities, the money commodity 
included. 

Money is a measure of value, and it can be this only if it has 
value itself, value being the congelation in a commodity of 
socially necessary labour-time. Tokens can be used instead of 
real money, but tokens are not the measure of value, and no 
change in prices follows the use of tokens as long as the tokens 
merely replace gold in circulation. If the tokens are in excess 
of the gold that would circulate, they become depreciated in 
terms of gold, and prices in tokens will rise. There can be a 
forced currency of tokens, and then the value of tokens, in the 
sense of their purchasing power, does depend on their quantity. 
The following characteristic passage from Marx may be quoted : 

“ While gold circulates because it has value, paper has 
value because it circulates. While with a given exchange 
value of commodities the quantity of gold in circulation 
depends upon its value, the value of paper depends on its 
own value in circulation. While the quantity of gold in 
circulation rises or falls with the rise or fall of prices of 
commodities, the prices of commodities seem to rise or fall 
with the change in the quantity of paper in circulation. 
While the circulation of commodities can absorb only a 
definite quantity of gold ctiin and as a result of that the 
alternating contraction and expansion of the currency 
appears as a necessary law, jmper money seems to enter 
circulation in any desired amount.” ^ 

Marx considers the possibility of a forced circulation of gold, 
in which case the actual quantity of gold in circulation might be 
above the normal quantity as determined by the value of gold. 
Prices would then rise, but there would be a tendency for gold to 
escape from the area of forced circulation and, moreover, there 
would be a tendency for the production of gold to decline so 
that in time the normal quantity would be restored. 

The Marxist theory gives an explanation why the United 
States and France, the receivers of surplus gold, have become 
hoarders. These countries did not desire to convert the gold 
into commodities for consumption, and they did not see safe 

' Critique, p. 160. 
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openings for its conversion into capital, i.e. commodities yielding 
surplus value. Had they forced into circulation a greater quantity 
of gold than was needed at the existing price-levels, they would 
soon have lost the gold. They might have exchanged the gold 
for other use-values, but, as in the case of all hoarding, they 
preferred to keep the universal exchange value. Similarly, the 
“ pumping of money into the system means nothing if it merely 
replaces gold by tokens. 

Credit acts as a substitute for money, but it is by no means as 
good as money, as is shown during a crisis, when everybody 
demands money. The demand for gold in a crisis is crazy, but it 
is a necessary consequence of the breakdowns of credit that 
necessarily occur from the working of the capitalist system. 
The credit system is the main lever of over-production and over- 
speculation because it strains the productivity of industry, 
elastic in its nature, to its extreme limits. The monetary system, 
says Marx, is essentially Catholic, the credit system Protestant. 
He appears to be thinking of Lutheran justification by faith. 
He adds that the credit system does not emancipate itself from 
the basis of the monetary system, any more than Protestantism 
emancipates itself from the foundations of Catholicism. 

Henry Somerville 


A Further Note on Decreasing Costs 

Interesting additions to the theory of decreasing costs have 
been made in recent numbers of <ihe Economic Journal by Mrs. 
Robinson ^ and Mr. Shove ; ^ complete precision in this field is 
almost within our grasp ; certain obscurities, however, remain to 
be cleared up. In particular Mr. Shove’s criticism^ of Mrs. 
Robinson has brought to light some difficulties connected with her 
conception of a normal rate of profit. 

She defines a normal rate as that which neither attracts new 
nor drives out old competitors.^ In the case of imperfect competi- 
tion, however, it appears that this definition does not specify a 
particular rate, but only a range of rates. 

If there were a unique rate such that any rate in excess of it 
attracted new competitors and any rate below it caused defection, 

^ EcoNomc JouBNAL, Docembor 1932. 

* Ibid,, March 1933. 

* Loc. ciL, p. 119. 

* “ If proEta are more than normal, new firms will tend to enter the industry. 
... If profits are less than normal, firms will tend to leave the industry.*’— 
Robinson, loc, cit., p. 546. 
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we should surely be in the sphere of perfect competition. As Mr. 
Shove observes, Mrs. Robinson’s treatment suggests free entry 
into the trade, and free entry is “ difficult to reconcile with the 
notion of an imperfect market.” Mrs. Robinson really does no 
more than define limits within which any rate may be considered 
as normal. 

Nevertheless, in order to use an apparatus of cost curves 
effectively and to give any meaning to the expression, decreasing 
costs, it is necessary to specify a single rate of profit. It is this 
rate which has to be used in determining the supplementary cost 
due to a given capital installation. 

Within the range of possible equilibrium rates which Mrs. 
Robinson’s definition yields, one particular rate stands out with 
a marked claim to be considered the normal rate. This is the rate 
just sufficient to induce the firm itself to embark on additional 
fixed capital expenditure. It is likely to bo lower than the rate 
required to attract new firms into the business and higher than the 
rate at which firms tend to fall out. In a period long enough to 
allow a firm to adjust its fixed equipment to the prospective 
demand, the rate of return to the marginal installation of fixed 
equipment tends to be equal to what the firm considers adequate. 
This rate of profit should be regarded as the supply price of fixed 
equipment for the firm, and should be used in computing its 
supplementary costs schedule. 

It remains to consider how this definition of normal profit in 
imperfect competition affects the theory of equilibrium. In a 
short-period equilibrium, it will|be remembered, marginal cost of 
production is equal to marginal revenue ; ^ price and average cost 
may have different values, but, if they have a common value, the 
price and average cost curves must be tangential at the equi- 
librium point. What of the longer period? First, profit on 
fixed equipment must lie within the limits postulated by Mrs. 
Robinson. This condition need concern us no further. The 
second condition may be expressed in two ways which come to 
the same thing. The firm will use such an amount of fixed equip- 
ment that it produces the equilibrium output in the cheapest 
way (charging fixed equipment with a normal rate of profit as 
defined above). Put otherwise, the marginal revenue duo to the 
marginal outlay on fixed equipment yields a normal rate of profit 
upon it. 

' Mrs. Robinson has ro-christenod my somewhat clumsy “ increment of 
aggregate demand curve” with the more elegant name, “marginal revenue 
curve.” Cf. Economic Journal, Juno 1930, p. 238, and December 1932, p. 646. 
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I showed in an earlier article ^ that a firm’s cost of production 
may be represented by a family of parabolas, each member of the 
family representing the cost of producing different amounts of 
output from a given amount of fixed equipment. The cheapest 
mode of producing any particular amount of output, Xr, is by 
using that amount of fixed equipment the parabola of which has 
the lowest ordinate of all tho parabolas at Xr. Since in a long 
period a firm will tend to produce in the cheapest manner, the 
long-period cost curve is the envelope of tho family. 

In constructing each parabola, a normal rate of profit, as 
defined above, should be assumed. For it is precisely this rate 
of profit which determines the action of a firm, when deciding 
whether to extend (or reconstruct) its plant or not. It will 
regard extension of plant as the cheaper way of producing an 
increment Ax, when the extra prime cost required to produce Ax 
without extra plant exceeds that required to do so with tho extra 
plant by anything more than an amount yielding a normal rate 
of profit, as defined, on the extra phint.^ 

It follows that the second mode of stating the second condition 
for long-period equilibrium set out above comes to the same thing 
as the first mode. In long-period equilibrium the firm will be 
earning on its marginal outlay on fixed plant a rate of return 
which it regards as justifying fixed capital expenditure. 

In long-period equilibrium the long-period cost curve and the 
curve showing total cost per unit of producing from the particular 
plant in use are tangential at the point of equilibrium output 
(vid. sup.). Are these curves ^also tangential to the demand 
curve ? 

If tliey arc, the price is equal to the total cost of production 
per unit, which means, that it yields an average rate of profit on 
the fixed plant that is equal to the rate used in constructing the 
cost curve, i.e. that the average rate of profit is equal to the 
normal and to the marginal rate. If, as Mrs. Robinson implies, 
the firm must earn a unique normal rate of profit on all its fixed 
equipment in long-period equilibrium, then her conclusion follows 
that the total cost per unit curve, which embodies this rate, must 
be tangential to the demand curve, and, since that has a negative 
gradient in an imperfect market, an equilibrium firm working for 
an imperfect market must show decreasing costs.^ It is true that 

* Economic Jouunal, December 1931, p. 676. 

* If the next biggest size of plant can only bo achieved, not by the addition 
of an extra piece, but by radical reconstruction, tho period under consideration 
is longer. 

* Cf. Robinson, loc. cit., p. 649. 



340 


THE ECONOMIC JOURNAL 


[JUNE 


in equilibrium a firm’s rate of profit on all its fixed equipment 
must be normal in her sense. It is not true that there is a imique 
normal rate of profit in this sense. Nor is it true that a firm must 
earn a normal rate of profit on all its fixed equipment in the 
unique sense defined above. It must earn a normal rate so 
defined on its marginal fixed equipment. If the price exceeds the 
total cost 'per unit, the average rate of profit on the firm’s fixed 
equipment will exceed the marginal which is equal to the normal 
rate, and if the price falls short of the total cost per unit the 
average rate of profit in the firm will fall short of its marginal 
which is also its normal rate. 

It seems to be true, therefore, that it is not a necessary condition 
of long-period equilibrium that the price should be equal to the 
total average cost per unit. If the price is greater than the total 
average cost per unit, the gradient of the demand curve has a 
greater negative value than that of the total cost per unit curve ; ^ 
in this condition, therefore, the long-period cost curve may not 
have a negative gradient at all. If the price is equal to or less 
than the total average cost per unit, the long-period cost curve 
must have a negative gradient. It seems to follow from this that 
after a period of prolonged depression when firms are tending to 
reach a long-period equilibrium at a low level of output, prices 
and profits, long-period decreasing costs are more than usually 
likely to be present in firms that are in imperfect competition. 

This analysis confirms the view of an earlier article,^ that an 
equilibrium firm working in conditions of imperfect competition 
may be subject to decreasing Jpng- and short-period costs in 
equilibrium. It is in conflict with the further contention that such 
a firm must be subject to decreasing costs. 

Mrs. Robinson’s theorem is consistent with a possible definition 
of normal profit, but not with that given above. The definition I 
have chosen may be defended on the grounds, first, that it is 
natural and conformable with general economic usage, and 
secondly, that the cost curve which it entails is the most appro- 
priate one, if cost analysis is undertaken with an eye to supply 
price analysis. Mrs. Robinson has shown that changes of supply 
price in imperfect competition, depend on the nature of changes 
in demand. The simplest kind of change in demand to suppose 
seems to be that the particular demand curve, as it shifts its 

^ Sinco tho marginal revonue curve and the marginal cost curve intersect 
at the point of equilibrium output, Xr, that average curve must have tho greater 
negative gradient which has tho greater value at x,, Cf. tho formula on p. 670, 
Economic Joubnal, December 1931. 

* Economic Joubnal, December 1931. 
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position, retains a constant elasticity for each value of y. In the 
face of such changes the supply price curve and the cost curve 
constructed in the manner suggested above both have a negative 
gradient, both have a positive gradient or are both horizontal.^ 

II. F. Harrod 

Christ Church, 

Oxford. 


Official Papers 

Industrial Surveys of Merseyside, the Lancashire Area (excluding 
Merseyside), the North-East Coast Area, the South-West of 
Scotland Area, arid South Wales, made for the Board of Trade 
by the Universities of Liverpool and Manchester, the Arm- 
strong College, Newcastle-on-Tyne, the University of Olasgow 
and the University College of South Wales and Monmouth- 
shire. (London: H.M.S.O. Prices 2.s\ 6d., 65., 7$. 6rf., 
46'. 6d. and 36'. ^d. net.) 

This excellent series of studies aimed at securing a definite 
and reasoned picture of the industrial position and prospects in 
what are called the depressed areas,’’ and the reports are thus 
essentially studies of employment and of the demand and supply 
of labour. Their range is consequently more restricted than that 
of the industrial volumes of the New Survey of London, with 
which comparison at once suggests itself ; and the inquiries had 
also to be carried out within much severer limits of time. But 
the terms of reference cncourageij a broad survey of their subject- 
matter, and the investigators made admirable use of their oppor- 
tunities in this respect. A further disadvantage was that, since 
their completion was required by the end of 1931, their con- 
clusions had to be drawn before the results of the departure 
from the gold standard had been fully worked out; and this 
gave inevitably a tentative character to some of their conclusions, 
though the scries included some successful forecasts of the future 
course of events. 

The reference laid particular stress upon certain problems — 
the contemporary industrial position in each region, the existence 
or otherwise of prospects of early expansion of its industries or 
of development of new ones, with special reference to recent 
general industrial changes, and the prospective emplo3anent 
capacity and probable labour surplus of each region within the 

* Tho last two propositions were suggested to my mind by a hint given by 
Mrs. Robinson herself. She must not, however, be held responsible for them. 
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next few years. The number of the inquiries led to certain 
differences in presentation, in standards of calculation and 
measurement and, to some extent, in the subjects dealt with; 
but it also contributed to give a wider range of discussion and 
outlook. Usually the method adopted was to begin with a 
general picture of each area, to follow this by a detailed treat- 
ment of its industries individually, and to conclude with a dis- 
cussion of future prospects and of the extent and character of 
the labour surplus. Each of the regions dealt with has a character 
of its own, which contributed to give individuality to the reports ; 
and that for Merseyside gave an admirable picture of the economic 
life of a great shipping and transport centre. 

The highly important question of estimating the surplus of 
labour has many difficulties. Generally speaking, the year, or 
the period ending with, 1929 can be taken as the post-war normal ; 
but a complete estimate of the surplus requires to take account 
of the increase in post-war, over pre-war, unemployment, and 
in particular to distinguish, so far as possible, the surplus proper 
from the reserves required for the ordinary working of industry. 
TIso North-East report in estimating an unemployment in the 
near future of 80,000 or 15 per cent., regarded 3 per cent, of this 
as ** the margin for the normal floating movement of workers,** 
thus giving a reserve of 10,000 and a true surplus of 04,000. 
The Merseyside report, again, provides valuable separate esti- 
mates of surplus due to world depression and to local and other 
conditions, on the basis of a comparison of the unemployment 
figures for Merseyside in 1931 ^nd 1929, and for Great Britain 
as a whole in 1929. Possibly more might have been done in 
some cases to make comparisons with pre-war conditions and 
to utilise the calculation made by the Government Actuary for 
the Blanesburgh Committee of a pre-war average of unemploy- 
ment of 4J per cent. 

The areas dealt with provide some interesting contrasts, and 
some important considerations emerge. The reports, for instance, 
rather stress the danger of excessive localisation, notably in South 
Wales, with its very marked dependence on coal, and in the North- 
East Coast with its high concentration on the heavy industries. 
The South Wales report emphasises the effects of specialisation 
not only on the whole area, but as between different districts 
within it. Swansea, for instance, has a more varied range of 
industries than most of the area and has remained relatively 
prosperous during the period under discussion. Again, Mersey- 
side, as predominantly a shipping region, has been specially hit 
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by the decline in the export trades, and in certain directions 
appears to be more severely hit than the rest of Lancashire. 
The smaller or more isolated areas seem to suffer most from 
depression, such as the remoter valleys in the north of the Welsh 
coalfield, or the villages, almost entirely dependent on one or 
two mills, in the cotton-weaving belt of Lancashire. Incident- 
ally, the Lancashire report contains a suggestive examination of 
the effects of technological improvements upon the future surplus 
of labour in the cotton industry. 

The extent of specialisation in an area seems also to affect 
the prospect of attracting “ new ” industries, in regard to which 
geography also exerts an influence. The North-East Coast 
report, for instance, stresses both causes, and emphasises the 
effects of distance from the great consuming centres and con- 
sequent increases in transport costs. Similarly, the report on 
the South-West of Scotland says : Some firms complain that 
the distance from London operates against them, in so far as 
foreign buyers will not come so far North.’* The Lancashire 
report, on the other hand, emphasises that the variety of Lanca- 
shire’s industries is greater, and its dependence on cotton less, 
than is generally assumed, and argues, with ability, the case for 
special efforts to direct new industrial developments towards the 
county. In particular, it suggests that an equal total unem- 
ployment in the whole country is less injurious, if widely dis- 
persed, that when concentrated in a few areas. For the latter 
involves greater injury through the effects of permanent unem- 
ployment, and more serious results for the general building, 
transport and distributive organisations. The report also believes 
that short-time methods of applying unemployment insurance in 
the cotton industry have the merits of maintaining habits of 
work and minimising the dangers to them of continuous imem- 
ployment. The Soutli Wales report, again, argues for a definite 
policy of bringing new industries to the region. Hero migration 
to other areas, estimated at 242,000 between 1921 and 1931, has 
been so large that “ the remaining surplus must consist largely 
of persons specially difficult to transfer.” Moreover, further 
large-scale' transference must affect unfavourably the general 
economic life and cause industrial equipment to “ become redun- 
dant or to bo wasted by partial utilisation, whilst elsewhere the 
community will expend its labour power on new equipment. 
A deliberate effort to introduce new industries into the region 
seems justifiable as a sound measure of public economy.” 

The entry of new recruits to industry appears sufficiently 
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rapid to aggravate the problem. Both Lancashire reports lay 
stress upon the point, and in South Wales a local inquiry reported 
a probable surplus of juvenile labour between 1932 and 1938, 
on the basis of a school-leaving age of fifteen, in all but a few 
areas. On the other hand, reports on the mobility of labour are 
on the whole reassuring. On Merseyside, “the labour force is 
acknowledged to be highly adaptable to a wide variety of occu- 
pations and shows exceptionally high mobility.” This seems 
largely due to the greater facilities for transfer provided by 
mechanised production, especially where much of the labour is 
unskilled. Again, in the South Wales coal-field, psychological 
and other causes normally limit mobility to places outside the 
area ; but within the area itself a considerable degree of mobility 
is reported. In Lancashire again, whilst unemployment insur- 
ance is held to contribute to an existing shortage of females in 
parts of the clothing trades, doubts are thrown upon the effects 
of the much-criticised short-time system. Indeed, family earn- 
ings and slackness in other industries appear to be regarded as 
more potent influences. “ It seems hardly open to doubt that, 
if other industries could offer full-time employment in such towns 
as Bolton and Blackburn, there would be no lack of applicants 
for employment at wages lower than could be earned on full time 
in cotton.” 

Special interest attaches to the Distributive Trades, and all 
the reports discuss their growth. Much of this appears to be 
permanent and to increase permanently the demand for labour. 
” The demand for the products of the ‘ new ’ industries has brought 
into being a new army of workers to distribute them ; so far as 
this expansion is the sign of a rising standard of living even in 
a * depressed ’ region, it may be regarded as a desirable develop- 
ment and a definite compensation for the decline of the heavy 
industries ” (South Wales). Moreover, the facts seem to suggest 
that, in part at least, the present evils of mechanisation are 
abnormal, since the world depression has prevented the industrial 
expansion which would ordinarily result from technical improve- 
ments, thereby mitigating the displacement of labour. There 
are, however, certain less favourable features in the ^owth of 
the Distributive Trades. The South Wales report, for instance, 
fears that part of it is parasitic in character, involving blind- 
alley juvenile employment or the use of low-wage adult labour. 
Moreover, the Merseyside report suggests that the depression 
may itself have tended to increase temporarily employment in 
these trades, by causing severer competition to secure custom; 
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Spiid this is likely to retard temporarily the absorption of surplus 
labour after trade revival has begun. For, at first, there may 
actually be some reduction of employment, as the severity of 
the competition is relaxed. A somewhat similar infiuence may 
be felt owing to the question of “ slack in employment. In 
certain industries, notably shipping and railways, depression 
sometimes takes the form not of dismissals or short time, but 
of causing workers in full-time employment not to be fully 
occupied ; and in such cases fresh workers are not likely to be 
engaged till the time of those already in work is completely 
provided for. Nor must the normal effects of short-time work- 
ing be overlooked, and sometimes there is great leeway to be 
made up, notably among cotton weavers working less than the 
normal number of looms. 

Many other points of interest arise out of the Surveys, on 
subjects such as the position of female labour or the results of 
technological improvements, whilst the detailed reports on par- 
ticular industries should yield much information. But it may 
be mentioned that references arc made in several reports to 
defects in industrial statistics and to means of improving them. 
The Lancashire Survey, in particular, experienced diflBculties 
from the fact that the areas covered by the available returns 
differed from each other and from the area of the Survey itself, 
and makes some excellent suggestions for improving and co- 
ordinating central and local statistics on national or regional 
lines. 

N. B. Dearle 

OBITUARY 

Professor Laurito Vilhelm Birck (1871-1933) 

Laurito Vilhelm Birck was born in Copenhagen on 
February 17, 1871, and died on February 4, 1933. Entering 
academic life in 1908 as a Docent in the University of Copenhagen, 
he was appointed Professor of Economics in 1911 and in 1930-31 
he served as Rector of the University. Before this, he had 
accumulated a rich store of ex^Jeriences which he was able 
to utilise to give life and realism to his lectures. In his twenty- 
fifth year he became the editor of an important conservative 
newspaper. Some six years later he took his doctor’s degree 
in political science (the first in Denmark). In the following 
year he was elected a member of the Danish Parliament, in 
which he served from 1903 to 1910 and again from 1918 to 
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1920. For a long time he was the youngest member, and though 
sometimes very tiring in debate, he could also when the mood 
was on him sparkle and scintillate, rousing his audience to 
enthusiasm. His most notable achievement in the Parliament 
was the unmasking of Gliickstadt, chief of an important Danish 
bank and a notorious swindler who had defrauded the bank of 
250 million Kroner. On many other though less spectacular 
occasions he brought numerous other swindlers and wrongdoers 
to justice. He always sought the truth fearlessly and without 
regard to persons. Once he said jokingly that he well loiew he 
sometimes brayed as other donkeys, but sometimes he was that 
donkey through whose mouth the Lord spoke. 

A man of many peculiarities, he seldom got up before one 
o’clock in the afternoon and sometimes he went to the University 
to give his lectures with his hair uncombed, and once, it is said, 
he arrived without his tie. He often spent the night at a news- 
paper office, where he always expected the editor to provide a 
glass of beer and numerous cigars. The ashes of these cigars can 
still be seen on the carpets, as an ash-tray had no interest for 
Birck. He always called himself Dr. Birck, and never Professor 
Birck, because, as he said, “ They have made mo Professor but 
Doctor I have made myself.” He liked to get letters though he 
seldom answered them, and once when someone complained, he 
replied, Do you think I am a clerk ? ” 

Birck was held in extraordinary affection by his pupils and 
for them he could never do enough. As a tcaclier he sought no 
other reward than the pleasure of seeing his piii)ils getting good 
positions. He would talk to a^ student for hours, walking up 
and down the streets long after midnight, perhaps even without 
noticing that it was raining. Then before ho returned to the 
hotel where he lived he would suddenly ask the young man, 
“ And what is your opinion ? ” but before this could bo given ho 
would add, “ It doesn’t matter what your opinion is, for all 
people are wrong ; but it does matter that you have an opinion.” 

Ho was always ready to help his pupils to the full extent of 
his ability. He inspired them by his original genius, his acute 
observations and his ripe judgment. Sometimes, it is related, 
he would sit on one of the tables in his class-room with his pipe 
lit and enthrall his students with his penetrating observations on 
economic conditions in Denmark and foreign countries. 

To English readers, Dr. Birck is best known by his Theory of 
Marginal Value published in 1922, which was based on a series 
of nine lectures delivered at the London School of Economics. 
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He also contributed an article to the Economic Journal entitled 
“ Theories of Over-production ” (March 1927, Vol. XXXVII, 
pp. 19—32). In addition ho produced ta number of works in 
his native language, including a small, but comprehensive book 
on the Economics of Transport. 

K. C. Fenelon 


Fred Manville Taylor, 1855-1932 

From his youth, during whicli he was a college companion of 
the late Simon N. Patten, Professor Taylor was recognised by his 
associates as a man of the most precious intellectual and social 
gifts; and he presently became a teacher of economics who 
exercised a wide influence through his abler students. His 
reputation has spread rather slowly, because his delicate constitu- 
tion and his passion for thoroughness coiispircd to limit sharply 
both the volume and the scope of his publications. To a degree 
he was like Thornton Wilder’s Cardinal, “ a great talker, w'ho for 
want of a Boswell must have his greatness ])erish with him.” 
Virtually his whole life w'as spent in three small southern -Michigan 
cities : Northville, his l)irthplacc ; Albion, where he was Professor 
of History from 1879 to 1892, and Ann Arbor, whore he received 
the doctorate in 1888 and taught courses in Economics from 1892 
until his retirement in 1929. His interest in philosophical and 
*l)olitical matters found expression in his doctoral dissertation, 
“ The Right of the State to Be ” (1891), and in several articles 
on American monetary and banloing ])robIems during the silver - 
gold controversies of the ’nineties. In 190(5 his students were 
supplied with a 300-pagc book, Some ChipterH on Money ; in 1907 
appeared Some Readings in Economics, with introductory com- 
ments; and in 1911 came the first of seven limited and local 
editions of his PrmcipUis of Economics. 

Only in 1921, in his sixty-sixth year, was offered commercially 
to the world this modest undotnimontod text-book, which epito- 
mises the substance of his teaching. It reflects his neglect of 
details of wagejtheory, and his inability to kec}) abreast of monetary 
doctrines ; but it also ])rescnts a theoretical view of value, rent, 
interest, and profit, as well as a “ Critique of the Existing Economic 
Order,” w'hich will long be valued by advanced students. It is a 
neo-classical system w'lnch achieves an extreme degree of logical 
coherence witliout undue sacrifice of realism. 

Z. C. Dickinson 
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the catastrophe of the last year. Proposals are advanced for a 
large-scale mitigation of unemployment in Germany by the 
stimulation and extension of industries manufacturing consump- 
tion-goods, and details given of the financial scale of the operations 
involved. 1st Sozialpolitik im Liberalismus Mdglich ? F. Lutgb. 
Wert und Preis als Ausdrucksformen verschiedener Entwicklungs- 
stadien. K. Pintschovius. A review of Gotti’s latest work, 
Wirtscliaft und Wissenschaft, which is affiliated to the Sombart 
school. 


Zeitschrift filr die gesamte Staaiswissenschajt. 

February, 1933. Der Inhalt der Politik. A. Kolnai. Zur Neu- 
gestaUung der Cktneindefinanzwirtschaft. J. Jessen. Rnssland 
und die Kontinentalsperre. E. ’Farle. 

April, 1933. Probleme des korporativen Staates. L. M. Lachmann. 
The idea of “ coiporative ” associations within the Fascist state is 
examined. The Sindicati which have been substituted for the 
Confederazione Generate di iMVoro are non-political in character. 
But as long as private initiative remains as it docs in Italy, no 
“corporative” economic system can exist. Zur Methods der 
Preisgeschichle, M. J. Elsas. The work and aims of the Inter- 
national Scientific Committee for tlie History of Prices are 
described, and it is hoped tliat light will be thrown on many 
problems of German historical research as a result of the German 
section’s work. Die objektivistischen statisch-deduktiven Preis- 
themien. E. H. Vogel. An analysis of the price-theories of 
Cassol, Adolf Weber, and Oppenheimer, and their limitations in 
the interpretation of concrete economic phenomena. The assump- 
tions they make in dealing with static conditions do not hold for 
the real world. 

Archiv fiir Eozialwissenschaft und Sozialpolilik. 

February, 1933. Zur Soziologie des Faschismus. F. Borkenau. 
Nordivesten und Osten in der deutschen Futtermittelpolitih, H. 
Niehaus. Schwerigkeiten und Aufgaben internationaler Lohnkosten- 
vergleiche. M. S. Braun. 

March, 1933. Zur Systematik der Marxschen Stoats- und Qesdlschafts- 
lehre. E. Lewalter. Warenlagerpolitik und rationalisierte^ 
AngeboL H. Makower. By rationalised supply is understood 
such a regulation of supply as attempts a realisation of the long- 
run equilibrium price and the long-run equilibrium production. 
’Fhe theory of a rationally controlled supply based on the concept of 
the elasticity of supply and demand as distributed through time is 
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elaborated and ap]>lied to such experiments as the control of rubber, 
sugar, and coffee. The importance of time-lags in the adjustment 
of capital investment and production is emphasised. Da^i VolJcer- 
bundaekrekLriat. F. Bartoscif. P. J. Proudhon in neuer Peleuch- 
tung. A. Mknzel. 

April, 1933. Das Fellache/nproblem in Vorderen Orient, Zur Orientalis- 
tischen Agrarfrage. A. Bonne. The outstanding feature of the 
pre-war agricultural syistem in the Near East was the preponderat- 
ing importance of the land, both socially and eeonoTnically. This 
is reflected in the Islamic legal code and in the feudal organisation 
of society ; the agrarian system was isolated and free from external 
influences. The war created the fellaheen problem in its present 
form by making the peasant conscious of potential improvements, 
by subjecting the agrarian market to world prices, and by over- 
throwing ancient conditions of land tenure. Das Wdhrungs- 
2^olitische Zj^d der Papierwdhrungsldndtr . A. Nielsen. The 
deficiencies of the purchasing-])ower parity theory for determining 
policy, especially in abnormal periods, are discussed. The 
stabilisation of the internal price-level would only be beneficial 
psychologically for countries with paper currencies ; it could only 
help to cure depression if the wholesale price-level were simul- 
taneously raised and the foreign exchange were made to fall to 
stimulate exports. Ansgangspimlcte, For men und Wirkungen des 
DevisenzwangswirtscJmft. H. Gnoss. The purpose of foreign 
exchange control is to pi*evcnt a flight of capital, not caused by 
differences in interest-rates and risk-premium. The theoretical 
problems of organising capital transactions which do not adversely 
affect the balance of payments are applied to (Jermany. It is 
impossible to abolish the control of foreign exchanges until con- 
fidence — internal and external — is restored ; and the first sign will 
be the obliteration of the divergences between German and foreign 
quotations for German bonds. Uberblick uber neiiere Literatur auf 
dem Gebiete der sozmlen Fiirsorge. Marj k Baum. Z ur Hoziographie 
des Arbeitslosigkeit. 11. Zeisl. 

Jahrbilcher filr Nationalokonomie luul Statisiik. 

February, 1933. Die abgeleiteten Einkommen. M. Kelbeu. 

March, 1933. Die Motive der Fiirsorge. E. Waoner. Die Gaussche. 
Verteilung der Gestorbenen. E. J. Gumbel. 

April, 1933. Zur Soziologie des Berufs. K. F. Mann. Kartellpreise 
und Tariflohne ini Konjuukturverkiuf. H. WaoenfChr. 

Weltivirfschafiliches A rchiv. 

April, 1933. Der wirtschaftliche Weltwille. Die Krisis und die II eli- 
wirtschaftskonferenz. J. Hirsch. The causes of the crisis are the 
crash of the prices of materials and the accumulation of stocks. 
The former has upset all industrial values, and created a new world 
level of values, which effects both the volume of trade and the 
payments of interest and indemnities. A new level of ’values is 
necessary for the sake of world indebtedness. Die Iwiustrialisie- 
rung der wirtscfuiftUch rucksidndigen Lander. J. B. Condliffe. 
Discusses the spread of the Industrial Revolution in relation to the 
present crisis, and lays stress on the effect of trade restrictions in 
preventing industrial development in India and China, particularly 
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in the textile industries. EntvnckluTigsteiidenzen im Weltlandel der 
letzten 50 Jahre» W. Neulino. The general dismemberment of 
world trade has affected the industry of Europe by new competition, 
especially from America and Japan ; but new varieties of product 
have still a good chance in spite of Protection. Zur Frage der 
sogennanten Enteuropdiaierung dea Welikandela. W. Schlotb. A 
statistical inquiry into the fall of Europe’s share of world trade, 
and of the regions specially affected. ^KritigcJie Betrachtungen, zur 
neuzeitlichen Zollpolitik. J. Mazzei. Discusses the relation between 
international parity of tariffs and limited preferences, and decides 
in favour of the former. Die franzdaische Volkawirtachaft in der 
Weltkrisis, L. Pemmery. The incidence of the crisis in France 
came later, but with no less severity, than elsewhere. Inter- 
national action is a condition of betterment. Die "Erdwicklung dea 
japanischen Atiaaenhandela. T. Yumoto. A j§tatistical-historical 
inquiry. Zur Frage eines internationalen stems der Gold- 
wdhrungen, E. Lindahl. In relation to proposals made to a 
Gold Committee in Sweden, the question of the most acceptable 
future system is discussed. Die Struktur der zwischenldndischen 
Kapitalbewegungen. H. H. Hohlfeld. This article aims at a 
new method of inquiry into the nature of the international short- 
loan fund and its relation to the international credit system. It 
is hold that there arc different effects on the distribution of credit 
according as it is gold, credits of banks of issue, or credits of private 
-banka which are transferred. The short-loan fund has created some 
almost insoluble problems for banks of issue, and a new technique 
, of international co-operation is necessary. Begriff und Bedeutung 
des ^redites. 11. Reisch. Distinguishes real credit (Sachkredit) 
from fiduciary. 'J'he risks involved in the latter arc discussed. 

Gipmah degli Economisti. 

November, 1932. Uisparmio, mvesiimento, inter esse. Professor B. 
Foa discusses at some length the various meanings which the 
(Jlassioal School, Bohm Bawerk and Mr. Keynes have given to the 
phrase “ the equilibrium rate 8f interest,” and comments on the 
recent controversy between Mr. Keynes and Professor Hayck. 
Economia e finarza nelV opera di Leone WoUemborg. F. Luzzatto. 
Alcuni indici suite industrie tessili italiave. L. Lenti. 

December, 1932. Problemi ecojiomici delV ora presente. G. Mortara. 
An analysis of the difliculties from which the world is suffering 
to-day shows that they can only be solved by international action 
and co-operation. Uimponibile di mano d'opera nelV economia 
agraria del bassopiano lombardo. P. Albertario. 

January, 1933. Le vie d'uscita. G. U. Papi. A critical examination 
of a number of proposed remedies for the present industrial 
depression, with the conclusion that the only effective remedy 
consists in a systematic and rational reduction of costs. Con- 

i siderazioni intorno alia teoria della domanda, V. Dominbd6. A 
dheussion of certain aspects of the theory of demand with special 
refepence to the methods of approach employed by Marshall and 
Pareto*. Le responsabilitd degli Etati Uniti nelle ^iparazioni'" 
A. *Felletti-Spadazzi. 

February, 1933. Qrdinamenti e sistemi ^onomici nella storia e nella 
realtd corporativa. C. E. Ferri. The Corporative organisation 
in its present form in Italy has the following main characteristics ; 
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(a) it is a unitary and totalitarian structure on a national basis ; 

(b) it is a system of open groups ; (c) it is a non-exclusive system, 
inasmuch as the same individual can participate in different 
groups ; (d) these groups impose certain uniform controls on the 
individuals who constitute them ; (e) the State imposes certain 
uniform controls on individuals who are outside the groups ; 
(/) it is a system of groups considered equal under the control of 
the State. An e^gpipiination of each of these characteristics and a 
comparison with the ancient guilds and corporations shows that 
the Corporative organisation of Italy is the climax and realisation 
of a long historical process. Gli esperimenti di compartecipazione 
collettiva nel Maniova. A Lanzillo. An account of a new form of 
collective m6tayage which has recently been adopted in the 
province of Mantua. II Consiglio nazionale delle corporazioni ; 
noiizie sul auo regolamento inierno e su istituzioni ester e, affini. G. 
Bassani. 

La Biforma ^ociale. 

November-December, 1932. La “ sterilizzazione dell’ oro. A. 
Cabiati. So far from regretting the sterilisation of gold in recent 
years by the Bank of France and the Federal Reserve System of 
America, we should welcome this as providing the means by which, 
when a revival comes, powerful assistance in the form of loans can 
be made by tlicse countries to other countries which are in need 
of ca})ital to aid and accelerate their recovery. 11 protezionismo e 
la crisi, — II tramonto della “ clausola della nazione pin favorite” 
E. Giretti. An account of the manner in which in recent years 
tariff systems have been so extended and developed as largely to 
nullify the benefits formerly conveyed by the Most-favoured- 
nation Clause. The recent policy of England, especially that 
decided at Ottawa, comes in for severe criticism. A favore delle 
azioni privikgiate (ma non di quelle a voto plurirno), L. Einaudi. 
L*imj)osta complementare e V aaieriamento deduttivo. A. Dej^i. 

Jantjarv-February, 1933. La crisi e le ore di lavoro. G. Aonelli 
and L. Einaudi. An exchangt^ of letters between Senator Agnelli 
and Professor Einaudi, in which the former urges the need for a 
general reduction in the hours of labour as a remedy for techno- 
logical uncmj)loyment, while the latter puts forward various 
objections to such a measure if it is made general and compulsory. 
La crisi e i nuovi provvedimenti del Governo. Professor A. 
Cabiati discusses the natui*e of the economic crisis in Italy with 
special reference to the measures recently taken by the Italian 
Government to liquidate some of its effects in the industrial field. 
In view of the fact that the intervention of the State in industry 
during and after the War was of a very far-reaching character, 
it is not possible for the State to ignore the difficulties with which 
many industries are now confronted. Such action does Mot imply 
the abandonment of the free play of economic forces, for thia free^. 
play was abandoned already during the War, but rather the re- 
creation of conditions in which economic forces can once again 
operate ffbcly. Di taluni sofismi piit comunemente in uso melle 
argomentazioni sociologiche, U. Ricci, Protezionismo e varia- 
zioni nel livello dei prezzi* V. Porbi. The cause of the growth 
of protective tariffs and restrictions on international trade is to 
be found largely in the effects of falling prices on the economic 
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system of all countries. Affitti agrari a canone variabile. P. 
Albertario. La riforma dei dazi di consumo e suoi effetti. 
F. A. R6paci. Sul movimento dei prezzi alV ingrosao dal 1921 al 
1930. S. Golz^o. “ Valore intrinseco ” delle azioni ed umori del 
pubblico. R. Levis. 

March-April, 1933. 11 mio piano non i quello di Keynes, L. 

Einaudi. a criticism of the proposals in Mr. Keynes’s pamphlet 
The Means to Prosperity, in particular of thi» proposal for an inter- 
national issue of gold notes. Sugli inteTh)enti a favore delle impresse 
pericolanti. E. Gibetti. ^Iwcom sugli interventi : causi ed 
effetti, A. Cabiati. Senator Giretti pleads for a decrease of 
protection and State intervention in favour of branches of industry 
which find themselves in difficulties, while Professor Cabiati urges 
the need for State action to remedy and alleviate evils for which 
the State itself has been largely responsible in the past — especially 
during the war period. Economia ed etica^ G. Lorenzoni. 
Sullo scarto della parita dei poteri di acquisto della lira. L. Ciofi 
OEGLI Atti. An analysis of the changes in the Italian balance of 
trade since the War does not bear out the theory that a depreciated 
exchange in itself constitutes a bounty on exportation. Inflation 
gave rise to larger exports during those phases when domestic 
consumption had been reduced and industry was driven to export 
in order to find a market for products which could not be sold at 
home. Consign ai risparmiatori. G. Sacerdote JacHIA. Sul 
metodo di ricerca e critica negli studi fmanziari, B. Ghiziotti and 
( .^ E. A proposito di Cantillon e di indici alfabetici. A Loria and 
L. E. Professor Einaudi reproaches the economists of his own 
cotintry and of all others except the Anglo-Saxon countries for 
their inveterate failure to provide their books with adequate 
alphabetical indexes. Dei lihri italiani posseduti da Adamo Smith, 
di due sue lettere non ricordate e della sua prima fortuna in Italia, 
L. Einaudi. An interesting article commenting on the Italian 
books in the library of Adam Smith and describing the origins of 
his influence in Italy. ^ 

De Ekonomist. 

November, 1932. De Economische Calculatie in het Socialisme, 
A. A. Van Rhijn. The question of “ calculation ” played a 
small part in the early disciLssioii of Socialism. It was brought 
forward by Miscs. Interest in this aspect has recently revived, 
owing to (i) the Russian exjxTiment, and (ii) ideas of a planned 
economy,” arising out of the present crisis. Reference is made 
to the recent works of Landauer, Klein, Heiraann and others. 
Landauer’s suggestion that Socialism may build on the calcula- 
tions of Capitalism is untenable. Because of the absence of 
automatic adjustment and the extent of control, calculation is 
mord^'nccessary in Socialism than in Capitalism. The influence 
of price acts quickly in Capitalism ; it is otherwise in Socialism. 
Statistics of consumption w'ould be an unsatisfactory guide, as 
these refer to the jiast, and consumption, moreover, depends on 
price. There would thus be a danger of excess or shortage. 
The difference between monopoly (e.g. a Kartel) in capitalistic 
society and monojioly in the sociidfistic state is explained in 
criticism of Heimann. They differ in degree and in time. The 
proposal to base calculation on an hour’s work is criticised on 



1933] RECENT I’ERIODICALS AND NEW BOOKS 359 

familiar lines. The “ hour’s work ” will vary according to 
efficiency of the worker, the agreeableness of the work and above 
all the capital equipment. Natural conditions (agriculture and 
mining) may also vary. The problem of stimulus is considered 
in reference to a suggestion of Landaucr for the encouragement 
of workers by giving them an assured interest for a number of 
years in improvements devised by them. The difficulty with 
regard to interest, which is inevitable in a socialistic community, 
is illustrated by reference to Russia. Socialism would fail to dis- 
tinguish the technically possible and the economically desirable. 
Even in the socialistic state, conditions wo.dd be dynamic and 
changing, and there would be no method of determining the 
price for the use of capital. The demand for capital and the 
supply of capital would be in the same hands. De mogdijklieid van 
een meervoudig economisch evenwicht. IL J. G. Koopmans. 
A continuation of the previous article providing a mathematical 
analysis of the problem of “ multiple economic equilibrium.” 

December, 1932. Nederlandsch hulie, en de Crisis. J. 0. Kielstra. 
The crisis signifies with regard to Dutch India that its place, 
relative to other parts of the world economy, has changed. The 
causes are, primarily : (i) changes in capital possessions, to the 
disadvantage of Western Europe as compared with the U.S.A. 
and Japan; (ii) the changed situation in Russia and China; 
(iii) the endeavours of many countries to be independent of others 
in impprtant world-products; (iv) protectionist tendencies in 
nearly all countries. The world crisis is not part of the trade 
cycle ; it represents a structural alteration in the world -economy. 
Dutch-Indian products are less desired, and consequently there 
has been a set-back in foreign trade. 'Che olfects of the crisis 
on the European population and on the native population are 
considered, and favourable counteracting factors are in each case 
indicated. The conclusion is that there is a better opportimity 
than in Eur()])ean countries for adaptation to the lower level of 
life made necessary by the crisis and its consequences. TTic 
effects on the budget are also considered. "ITicrc is only one way 
out of the difficulties, viz. as speedy an adaptation a.s ]jossible 
to the lower standard imposed here as elsewhere, Dc wogelijkJheid 
van een meervowdig economisch cvenicicht. III. J. G. Koopmans. 
Concluding section of the mathematical discussion of “ multiple 
economic equilibrium.” De 40-i/rige werkweek. E. Rreedvelt. 
A discussion of the difficulties inherent in tlie introduction of a 
40-hours week. 

January, 1933. Economische ivetmatigheid, economische mogelijkheid 
en zedelijkc eischen. M. J. H. Cobbeniiagen. A philosophical 
discussion of the relation of Economics as a branch of knowledge 
to Ethics, and of the relation of ethical demands to economic 
possibility. In the main an analysis of the nature of an wonomic 
law, and of the conceptions of “economic possibility” and of 
“ ethical demand.” De gouden standaard en de crisis. H. W. C. 
Bordewijk. In the first place, the writer discusses the origin 
and functions of money. “ As soon as gold has a real price, it 
is an unmistakable sign that the link between gold and money 
has been broken.” The medium of exchange becomes the 
measure of value. It is exj)lained that constancy of value in a 
medium of exchange is not comparable to constancy in a measure 
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of length. In principle, money, merely as a medium of exchange, 
could function without stability of value. With increasing 
importance of the element of time, stability becomes more 
important. In the past, the meaning of stability has been sub- 
jected to two criteria, according as changes in the purchasing 
power of the standard arise from causes connected with the 
standard, or from causes not so connected. In fact money is 
always the guilty party. Its duty is Jto adapt itself to changes 
in the world; it must follow and be neutral. Stable money 
implies that the general price-level should remain stable, not that 
in^vidual prices should. Holland should not follow England's 
example. England abandoned the gold standard owing to 
special causes (which arc enumerated) ; the step was not taken 
in order to achieve an improvement in the monetary system. 
In returning to the gold standard at the old parity, England was 
the dupe of a perverted idea of national pride. Until the crisis 
has been overcome, the time will not be ripe for reformation of 
the monetary system in the only direction which will exclude a 
general rise or fall of prices. Ilet kassiersbedrijf te Amsterdam in 
de n eeuw, H. Van Helden. A study of the early banking 
history of Amsterdam. 
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THE ANNUAL MEETING OF THE ROYAL 
ECONOMIC SOCIETY 

The forty-third annual meeting of the Royal Economic 
Society was held at the London School of Economics on May 25, 
1933 : the President (Professor Edwin Cannan) being in the chair. 
The meeting was largely attended. 

The accounts for 1932 were received and approved. The 
Secretary reported that 429 new Fellows and Library Members 
had been elected during the year, bringing the total membership 
of the Society to 4,374 as compared with 4,323 at tlie end of 1931, 
2,875 five years ago and 094 in 1914. The officers and Council 
of the Society were elected for the current year, Professor Cannan 
being re-elected President of the Society for a second term. 

Before the transaction of the above business, the President 
read the followir . ess on The Need for Simpler Economics : — 
.tin 5" 

THE NEED FOR SIMPLER ECONOMICS 

It is rash for one of my generation to i)ass any judgment on the 
elaborate economic theory which is now being tauglit to the young, 
for we do not understand it. Without too trustfully accepting 
the ignotum pro mognifico, we must hope for the best. But we 
may perhaps be permitted to point out and deplore the fact that 
the almost complete absorption of the younger teachers in making 
what they rightly or wrongly believe to be important advances 
in the higher brandies of theory is leaving tlic public at the mercy 
of quacks. Surely out of the large accessions to the ranks of 
professional economists which have taken place in recent years, a 
substantial force might be spared to assist common sense to grasp 
the bare elements of economic science, without a knowledge of 
which democracies and dictators alike are bound to nifike the most 
grotesque blunders. 

It is no use to say that the bare elements are so simple and 
obvious that there is little to be said about them, and that this 
No. 171.— -VOL. XLllI. ^ ^ 
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little has bceix said so well and so many times that it can do no 
good to say ft over again. In fact, most of the simplest things 
in economics have never been put in such a way as to carry con- 
viction to the mind of the sort of person who is in the great 
majority of every public, and the blame is not altogether to be 
put on his feeble mind, but in large measure on the unnecessarily 
complicated expositions offered by the economists. 

I propose to-day to discuss only two of the innumerable 
examples of the mischief caused by the failure of the economists to 
explain simple things so that they can bo understood by the people. 
One is the mischief caused by the worship or undue glorification 
of agriculture, and the other that caused by the similar worship 
or undue glorification of exports. 

One of the simplest generalisations of elementary economics 
is that the greater command over natural forces which marks 
economic progress is necessarily coincident with a decline in the pro- 
portion of our time which we are obliged to devote to the production 
of the necessaries of life. As we progress, we can give more .and 
more time to the satisfaction of our more refined wants, which are 
very elastic, because we need give less and less to the satisfaction 
of the more elementary and coarse wants which we share with the 
beasts of the field, the birds of the air and even the worms w^hich 
drag dowm rotten leaves to their larder, and the maggots which 
enjoy ]mtrid flesh. ** The desire of food,” as Adam Smith said, 
“ is limited in every man by the narrow capacity c)f the human 
stomach ; but the desire of the convenicncies and ornaments of 
building, dress, equipage, and household furniture, seem to have 
no certain boundary.” In the hundred and sixty years since his 
time we have discovered many wants which arc even more clastic 
than those which he thought of, and the human .stf)mach is no 
wider, though the tongue may be a little more dainty. 

Just now' there is more need than there has been in recent 
centuries for attention to this generalisation, because the increase 
of poinilAtion in the civilised world is slackening, so that the number 
of stomachs threatens to become as stationary as their individual 
capacity, while at the same time the application of machinery and 
science to agriculture has been increasing its productiveness faster 
than usual. 

Eighteenth-century thinkers like Paley, believing in the 
desirability of indefinite multiplication of the human species, 
might well liave deplored this state of things, and have said that 
we were neglecting our opportunities by not producing as many 
])ersonS as could be given what they called a “ healthy subsistence,^*^ 
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‘ but we, who rightly or wrongly, believe that homo sapiens with 
bathroom h. & c., wireless and aeroplane, is something better 
than the healthiest gorilla, have no reason to complain. 

Yet what do we find ? All over the civilised world more talk 
than ever of the “decay” and impending “ruin” of agriculture, 
not because agriculture is failing in its task of providing food and 
many materials for manufacture, but because it is succeeding so 
well that the price of its products does not suffice to pay agricul- 
turists as much as other producers are able to earn. This is a 
state of things which certainly calls for a remedy, and the true 
remedy clearly is to allow the relative poorness of remuneration 
to work out its own cure by the repressing influence whicli it will 
exert on the number of agriculturists. After all, it is by this kind 
of pressure all round that people are driven to produce what is 
wanted in something approximating to the right proportions. 
If people eould produce as many golf-balls as they liked without 
reducing the price, we should be snowed under by golf-balls. By 
the fall of price as more is produced, the production of each thing 
is restrained to a reasonable amount. But instead of allowing 
agriculture to come under this very salutary regulation, all 
civilised countries, or at any rate all those about which I know 
anything, are engaged in strenuous efforts to “ do something for 
agriculture.” 

In our own and in otJicr “ old ” countries the “ something ” 
takes the form of subsidies and exemptions from taxes, while 
in sdme of the “ new ” countries it appears in the restriction of 
cultivation and the burning of crops already harvested. To grow 
crops and then burn them is idiotic, to restrict production by law 
is cumbrous and ineffective compared with allowing it to be 
restricted by low ])rice, but neither of these plans is stupider than 
the subsidisation i)olicy, whieh only tends to put more of the 
product on the market and thereby to cheapen it still further. 

Eeonomists have no right to wash their hands of the matter 
and say it is not their fault that the mind of the public is an 
Augean stable. It is their job to cleanse it, and they have had 
two hundred years to do it in. Ily this time they ought to have 
convinced the public that the fact that an industry produces a 
necessary of life, and is therefore in one sense an “ important ” 
industry, does not mean that expansion of its produce beyond a 
very definite limit is desirable. It may be urged, indeed, that, 
so far from cleansing the stable, the economists have really 
brought more dirt into it by giving the public the impression that 
'Agriculture is particularly liable to what they call the law’ of 
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diminishing returns.” What exactly they mean differs from 
author to author, and is not of much importance to our present 
purpose, but whatever it is has certainly helped to prevent the 
public from properly appreciating the fact that enormous improve- 
ments have taken place in the productiveness of agricultural 
industry, are still taking place, and are likely to take place at an 
even more rapid rate in the future. Failure to appreciate this 
fact has had much to do with the persistence of incapacity to 
realise that a decline in the relative or even in the absolute number 
of agriculturists is a sign of progress nither than of economic decay. 

Of course recognition of the fact that there is a limit to the 
desirable expansion of the production in every industry is inherent 
in the theory of marginal utility, but that theory has never made 
much way among the general public, simple as it is, because 
instead of being expressed in plain language understood by the 
people, it has been treated as a classroom plaything to be illustrated 
by lines and curves on a blackboard, which, like the stone and 
wooden idols of the more degraded religions, come to be revered 
for themselves rather than for the things they were originally in- 
tended only to represent. 

Someone may object that there is no worshi]) of agriculture 
as a whole, and say the trouble is that each country wants to 
get more agriculture by diminishing the amount of agriculture 
in other countries rather than by increasing the whole amount. 
That is not, however, the whole truth and nothing but the truth, 
since it is quite certain that oven if there were only one ‘‘ country ” 
in the world, that single country would still, in tlui present state 
of thought — or of whatever is mistaken for thought -be quite 
unduly solicitous about its agriculture. But even if it were true 
that anxiety about agriculture is not anxiety about agri(;ulturo 
in general, but only anxiety of particular countries lest their 
domestic agriculture should he reduced or extinguished by imports 
from abroad, that would make it a special case under my second 
heading, the worship of exports, to which I now^ })rococd. 

I scarcely suppose that anyone hero will be in(;lined to deny 
that cxi)ortation of commodities is generally regarded by the 
populace as good, and importation as evil. 'J'he public realises 
in an obscure fashion that when individuals are trading with one 
another, each of them w\ants to get as miu^li as possible for his 
products ; his olqcct is to get as much as possible with as little 
as possible expenditure of time and labour. But when they con- 
sider themselves as a whole, trading with i)ersons outside their 
boundary, the individuals in eacb country seem to lose sight of 
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this entirely, and to imagine that the object of bargaining is to 
give, and not to get. They groan dismally if it appears that they 
are paying an unusually low price for what they buy from Jibroad 
and getting an unusually high pri(?o for what they sell to persons 
abroad, and if some exceptionally sane person ventures to point 
out that this means that they are receiving a larger volume of 
imports in exchange for a smaller volume of exports, they are 
reduced to utter despair. And if some foreign country sulTering 
from the same strange delusion as themselves, that a good bargain 
consists in giving mu(;h and getting little, proposes to tax itself 
in order to give them something at a lower price, they regard this 
as a most unfriendly action, and take immediate steps to prevent 
the intention being carried out. 

In their \'iew the perfection of economic happiness would be 
attained by a country which ex])()rted large quantities of all kinds 
of commodities and received nothing whatever in return. Some 
approximation to this state is reached by countries which have 
got to pay huge amounts of rejiaralions, since though they may 
be bountl to pay gold, they buy the gold with the sweat of their 
])row translated into exports, and it is true that these countries do 
not seem to enjoy their position, and it is also true that the countries 
wliich haA^e reparations and interest on war-debts to receive, do 
not seem very anxious to give them up, but this is not the result 
of reasoning, but only of healthy instinct. The sub-intelligentsia 
Avhich tries to do the reasoning of the nations, holds that it is only 
the stupidity of Kansas farmers ’’ and the perverted self- 
interest of Ministers of Finance which stand in the way of a general 
recognition of the doctrine that if it is not exactly blessed to pay 
reparations, it is at any rate blank ruin to receive them. 

Fro])al)ly in modern times the princij)al support of this love 
of exj)orts and hatred of im[)orls lies in the 2)opular belief that 
exports “ give employment ” to and imports take it away from 
the peoj)lc of the (‘ountry. The belief is not confined to the case 
of countries jxditically sei)arated ])y having ditferent governments 
and fiscal systems. It is held by the populace just as strongly in 
reg«ard to towns and all other local divisions ; the only reason we 
hear so little of it exce2)t in regard to countries is that inside the 
same country' the taking aAvay of employment from one area 
and giving it to another is seen to bo at work in both directions. 
If Lancashire cottcui goods are imported into Yorkshire, and 
that deprives Yorkshire of the employment of producing cotton 
goods for Yorkshire consumption, nobody deplores the sad case 
of Yorkshire, because everyone sees that Lancashire is getting 
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the employment of which Yorlcshiro is deprived, and most people 
can see that if Yorkshire complained of loss of employment in 
cotton manufacture, Lancashire could equally complain of loss 
of emi)loyment in woollen manufacture, so that, from the point 
of view of the whole country, the complaints would cancel out. 
But if Lancashire and Yorkshire were two different countries, 
this cancelling out would not take place, because Lancashire would 
treat the loss of emijloymcnt in Yorkshire with com pletoindifference 
if not with some satisfaction, and Yorkshire would feel the same 
about the loss of employment in Lancashire. Each country, 
looking on the question from its own point of view, and believing 
that exports give employment and imports take it away, tries 
greedily to export and not to imj)ort, regardless of the influence 
of its policy upon other countries. 

If we are to w ait for a time wdicn international feeling will bo 
altruistic enough to make loss of employment abroad weigh as 
much as gain of employment at home, the youngest of us will be 
dead. What is required is a much more sim})lo, vigorous, and 
convincing exposition of the fact that employment is only a means 
to the attain7nont of an end, wliicli is the acquisition of goods and 
services, and that we trade with foreigners, as we trade with those 
w'hom we serve and those who servo us at home, not to give our- 
selves employment, but in order to get the things and servicjes 
which we want more easily — cheaper, if you like — than it wo 
produced them for ourselves. 

Of late the love of exports and hatred of imports have found 
new support in the modern Balance of Trade theory, w’hich would 
wilt aw'ay very quickly under the sunshine of simi)ler economics. 
This theory is sometimes spoken of as a revival of the Mercantile 
System, but that is a libel on tlie Mercantile System. The mer- 
cantile scheme was dircett^d towards getting a net importation 
of gold and silver, and liowevcr absurd the ideal of an indefinite 
accumulation of those metals in a country may be, the fact remains 
that a store of them had some utility, and also a permanent value 
which could on occasion be turned to account in purchasing any- 
thing really wanted from abroad. But what the degenerate 
imitators of the old balance-of-trado theorists want, is nothing 
so sensible as a net importation of gold or anything else, but a con- 
tinuous net exportation of capital. Wliether interest and divi- 
dends on the capital so lent or invested abroad are j^aid or not 
they do not greatly care, since if they are not paid, it will bo all 
the easier to keep the imports below the exports. If there is a net 
exportation of capital, the balance of trade or payments is said 
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to be favourable,” and if there is a net importation it is said 
to be “ unfavourable or “ adverse,” and in the ‘‘ old ” countries 
at least there is no pretence that these terms are to be understood 
in a Pickwickian sense ; the favourable ” balance is distinctly 
held up as something to fiim at and rejoice over when attained, 
and the ladverse ” balance as something to be avoided and to be 
deplored when it occurs. 

The old and the new theories of good and bad balances in 
foreign transactions have much in common. 1'hey both have 
their fetishes and their bogies. The fetish of the old is a net 
importation of ]n'ecious metal, and its bogey a not exportation of 
such metal ; the fetish of the new theory is t*« net exportation of 
capital and its bogey a net importation of lapital. "J"hey are alike 
in proposing to satisfy their fetish and avoid their bogey in a way 
which shows that their exponents have been induced l)y the word 
balance ” to fall into a confusion between equation and causation. 

'Jlie fetish of an indefinite accumulation of gold and silver was 
ridiculed by Hume and Adam Smith a century and a half ago; 
and the bogey of “ losing ” a good national currency or having it 
“ drained away ” was properly dealt with by the monetary WTiters 
of rather more than a century ago. But the countries which 
remain on the gold standard still fear that their hoarded gold is 
being lost or drained away if they see it being exchanged in any 
large quantity for oilier goods, or even used for thci repayment of 
their debts, and so on every emergem^y they sit tight on it like 
the fraudulent bankrupts they are. Such weakening as is actually 
manifest in tlu^ iiosition of the old fetish and the old bogey is 
due not so mucli to the arguments of tlie economists, which have 
never really penetrated the ]nil)lic mind, as to the abandonments 
of the gold standard which have been caused by the superstition 
of gold-worshippers. \\’hcn a country is oncre on a ])apcr standard, 
it becomes very difficult to be afraid of foreigners robbing it of its 
currency. Almost anyone can see that a paper currency docs not 
get taken out of a country in large quantities to be held abroad, 
except on the rare occasions when the foreigners have a stronger 
belief than the people of the country that the value of the currency 
will rise, and almost anyone can also see that w hen this docs happen 
the foreigners arc usually wrong, so that the })co})lo of the (Hiuntry 
eventually prolit by the transaction. The Germans certainly 
had no need to grudge the foreign speculators the milliards of 
marks wdiich those misguided persons acquired in the years 
before 1924 under the impression that “ the mark was so low that 
it was sure to go up ” ! 
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Moribund from whatever causes, the old fetish and bogey are 
being replaced by the new, which are no better in themselves, 
and are perhaps more difficult to exorcise because they are less 
clearly conceived. They have worshippers all over the world, 
and no doubt have had different origins in different countries. 
I am a little afraid that if Rhadamanthine justice is ever executed 
on us economists, I may get a stripe or two for having been a 
passive spectator at their birth in this country, instead of promptly 
endeavouring to smother them before they got into their cradle. 
Some twenty years ago, in temporary buildings on this very site, 
I was official supervisor of Mr. C. K. Hobson when he was writing 
his doctoral thesis on the Export of Capital, and — say it with all 
the shame that is due — I failed to see and warn him that he was 
quite innocently and unconsciously conjuring up a new “ balance ” 
as misleading as the old. Not from any misapprehension, but 
simply because data for estimating the export of capital were 
even more meagre than those for estimating most of the other 
items in the account between people in the United Kingdom and 
people outside it, he reckoned up all the other items first, and got 
at the probable amount of the net export of capital as the difference 
between the two sides of the account as added uj) before the in- 
clusion of import and export of capital. This, of course, was a 
purely statistical device of apparently the most harmless kind. 
If you know all but one of the items in an account of which the 
tw'o sides are known to l)e equal, what more natural than to dis- 
cover the amount of the missing item by the easy arithmetical 
process called subtraction ? How was Mr. Hobson or 1 to know 
that the Board of ^J^rade’s adoption of the method a few years 
later would lead to the amount in question being generally re- 
garded as a balance ” wliich must l)e either “ in favour ” of the 
country or ‘‘ unfavourable ” or “ adverse ” to it, like a cusbuner’s 
balance at his bank, and that, too, when the customer is not a 
business man who may borrow to make a profit, but an old woman 
who is living on her income from investments and to whom an 
overdrawn bank account is a sign of over-spending ? Yet that 
is what actually hapj)cncd, culminating — at least, 1 hope it cul- 
minated, but one never knows what heights of absurdity may bo 
reached — culminating, 1 say provisionally, during the j)anic of the 
summer of 1931, when statesmen of the highest reputation for 
sobriety of thought went about declaring that the net importation 
of a few millions of capital must indicate that we were “ spend- 
ing beyond our means,'’ “ living on our caj)ital,” and “ rushing 
inevitably towards national bankruptcy.” 
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In tlie old countries the more benighted of the alarmists, 
talking in this way, completely overlook the fact that capital 
can be and is accumulated at home as well as invested abroad, 
and therefore imagine that if no net foreign investment is being 
made, accumulation has ceased, and that if foreign investments 
are being realised and the proceeds brought home, this shows that 
the national capital is being consumed. The less besotted, 
without going so far as that, think of the decline of foreign invest- 
ment and its conversion into a minus quantity as a sign of at any 
rate diminislml accumulation, "riiey therefore have no hesitation 
in applying the old terms, “ fjivourable,’' and “ unfavourable,” 
“ adverse,” or against,” not in a conventional sense, but in the 
sense in which they arc equivalent to dcsiraldc and undesirable, 
just Jis the adherents of the older balancc-of-trade theory used to 
apply them. In the new countries, more familiar with the im- 
portation of capital than with its exportation, the terms “ favour- 
able” and ‘‘unfavourable” seem to alarmists appro])riate in this 
natural sense, because they regard importation of capital as 
“ running into debt ” (a thing of which most people have a horror) 
rather than as “raising capital” (which is highly respectable). 
In both classes of country the alarmists fail to see that whether it is 
desirable that the movement of capital should be inwards or out- 
wards depends on the relation of home to foreign conditions. The 
so-called “ favourable ” balance may })crfectly well bo a sign of 
disastrous prospects at home and bright i)ros])ecls abroad, and the 
so-called “ unfavourable ” balance a sign of expected disaster 
abroad and prosi^erity at home. 

But this is not the w'orst of the muddle. The term “ balance ” 
itself, though it looks so respectable, applied to this item in the 
international trade ac(’ount, is wickedly misleading. We are 
accustomed to think of the balance — that is, the balancing amount 
— in an account as not an independent item with its own special 
f;anses of increase and decrease, but as, so to speak, the passive 
result of the other items. The other items when put together 
produce it. For example, we compare our expenditure with our 
income, and if the income is the greater, we regard the difference 
as a balance which is the consequence of our having sixmt more or 
less than our income ; wc never dream of saying that the bigness 
of the balance has caused us to spend less. According to tlie old 
balance-of-trade theory, the net importation of precious metal 
was a balance of this kind. Its magnitude was not settled by the 
amount which the inhabitants of the country were willing to give 
goods and services for at a rate satisfactory to the ])eoplo outside 
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who had gold and silver to dispose of, but was settled quite incident- 
ally by the other items. The disastrous result of this mistake was 
that the politicians became persuaded that in order to get a net 
importation of precious metal they must undertake the regulation 
of all the other imi)orts and exports so as to make the exports 
exceed the imports, and more than two centuries of absurd attempts 
to secure this end by fostering exports and discouraging imports 
followed. 

Under the influence of the new balance-of-trade theory, just 
the same blunder has been made. Because the new balance was 
called a balance, the politicians of each country have been per- 
suaded that it is not an independent item, but the mere arithmetical 
consequence of the other items, so that in order to get it they must 
do just w^hat the adherents of the old theory did — that is, foster 
exports and discourage imports. 

After long experience oi the old dispensation, the more in- 
telligent part of the world seemed to have learnt that if a country 
w'anted precious metal, and was willing and able to pay for it, its 
ability and willingness to pay would immediately alter the other 
items in the trade account, so that the required balance w^oidd 
appear. Apparently every country, as represented l)y its govern- 
ment. has yet to learn, what is equally true, and one would think 
even moj’c obvious, that how much a country invests abroad or 
borrows from abroad is not the passive result of the comparative 
magnitude of the other items in the international account, and 
that if there are reasons for change in it, that will cause the 
necessary changes in the other items. To give the sim])lest 
possible example, which is, or used to be, well known to the most 
elementary students, any wave of oi)timism about foreign invest- 
ment compared with home investment will ciiuse a rise of exports 
as compared with imports. 

1 admit that the world s present blindness is due in part to 
the dislike of reparations and repayment of war debts which 
not only exists all over the countries wliich arc asked to pay, 
but is also felt elsewhere by all humane and sensible peoj)le, 
who recognise that international goodw ill is worth more than tons 
of gold. ‘Dislike of the payments has led to groundless assevera- 
tions of inability to pay, and these have often been founded on the 
childish proposition that there was no surplus of exports over 
imports out of which to pay. Childish, I call it, because it ought 
to be perfectly obvious to any grown-up i)erson that if there is 
at the moment no such surplus, the payment will 7 nake one. 
When the Romans wanted the Egyptians to send them a tribute 
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of corn for their dole, they did not ask whether the Egyptians had 
an export surplus or not ; they made them have one. If they 
had demanded not corn, but enough Egyptian paper money to 
buy that amount of corn, tlic export surplus would have appeared 
just as well, since to bo of any use the Egyptian paper would have 
to be sent back to buy something from Egypt. And if the Romans 
had demanded the tribute in gold, of which the Egyptians had 
little or none, the demand would still have produced an export 
surplus, because the Egyptians would not have been able to get 
the required gold without offering exports for it. Moreover, if the 
Egyptians, when paying a half-yoiir's tribute in gold, had alleged 
that they would not be able to pay any more such amounts 
because the Romans locked up the gold, and then in the next 
six months the Eg;^’])tian Government and their bank accumulated 
enough gold to ])ay a whole year’s tribute, I think the Romans 
would have rightly regarded the Egyptians as very poor diplomatists 
and bigger liais than the Crctatis. 

Rut though dislike of tribute may have prejudiced millions 
against sound tlieory, and may also account for some of the silence 
of reputable (?ontoinporary economists, it must be a much weaker 
force in the long run than the prime mistake of the economists, 
from Ricardo downwards, in trying to make a special theory of 
international trade scj)arate and different from the theory of 
trade w ithin a single (‘ountry. We want not excuses for, but an 
entire abandonmci^.t ( f Ricardo’s monstrous assertion in his text 
that the labour of one luindrcd Englishmen cannot be given for 
that of eighty Englishmen,” and a frank acceptance f)f his better 
advised footnote in which what was afterwards christened ‘‘ the 
law of comi)arative cost” is applied to the division of employ- 
ments inside a c()untry as well as between countries. \\e want 
an entire abandonment of tlie stupid insistence on international 
trade being ” virtually barter ” ; of coui'se, all trade is “ virtually 
barter ” w'hen you drop the intervening money out of the picture 
and think only of ])ersons producing one set of goods and services 
for other people and receiving another set from tliem in exchange. 
It is the intervention of money w'hi(*h turns barter into selling and 
buying, and far from eliminating money, international trade 
usually involves the intervention of not only one money, but two 
different moneys. And, above all, we want to get rid of the con- 
fusing assumption that the inhabitants of a country, continually 
changed by deaths anti births and by migration, arc just like a 
I)erpetual corporal ion . 

It is not for me, born in 1861, to tell the present generation 
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how further to simplify the subject. If I had known how to 
popularise sound economics, I should have done it long ago in the 
time which I have had. It is now the job for some of you, and a 
job of enormous importance. All countries arc trying, with 
considerable success, to reduce their imports by tariffs, and when 
they do not succeed as (piickly as they would like, they resort 
to quotas and prohibitions. Many of them subsidise some of their 
exports, often doing it by indirect and concealed methods not 
for fear that their own people may object to giving gifts to the 
foreigners, but because they fear that the foreigner will destroy the 
effect of their subsidies by imposing import duties or embargoes. 
When by these operations they have reduced imports and exports 
alike without making much difference to what they call the balance 
of trade, each of them tries to effect its purpose by depreciating 
its own currency, not with the laudable object of reversing a 
tendency of that currency to aj)preciato in purchasing power, 
but in order to win an imaginary advantage over its competitors. 
Having by these means thrown international trade into dire con- 
fusion and greatly reduced its amount, they waste the cai)itfd 
of their taxpayers by spending scores of millions of borrowed 
money in buying foreign exchange and gold, in order, as their 
Finance Ministers explain, to counteract the wicked speculators 
whom they believe to cause violent iluctuations by buying their 
currency when it is low and selling it when it is liigh ! 

You may say you know all this, and that 1 ought to a|)ologise 
for drawing your attention once more to the putrid, stinking mass. 
1 do apologise to those who are really helpless in the matter, if any 
such are here. But I do not apologise to the others, but appeal 
to them to do more than they arc doing to[make ecf)n()mic organisa- 
tion understood by the people. I appeal esj)ecially to the younger 
teachers to consider what sort of future they (^an look forward to 
if the popular English newspa])ers continue to get their readers 
to believe that at one and the same time the pound sterling may 
be worth twenty-twentieths of itself in London and Lisbon, thirty- 
one twentieths in Madrid, and only fourteen twentieths in Paris. 
Do not let tlicm simply hold their noses and avert their eyes from 
the disgusting mess and run back to find peace and contentment 
in neat equations and elegant equilibria. 


Edwin Cannan 



CAPITAL AND THE GROWTH OF KNOWLEDGE 

I 

In popular discussions of the depression to-day, it is commonly 
alleged that because “ the problem of production has been solved,’’ 
—we live in a world of potential plenty,— the fault must lie in 
the processes of distribution. The convincing answer to this 
theory is that it confuses technical and economic problems of 
production. Technical problems of production (or at least many 
of them) have no doubt been “ solved ” in the sense that we can 
easily make as many hats, or as much butter, or as many books 
as we like. No technical difficulties bar the way to a rapid 
extension of production along any one of these lines taken by 
itself, but the economic problem of production arises because 
it is not possible at the same time to have as many hats and as 
much butter and as many books and as miujh of an almost infinite 
variety of other goods and services as we like. It is necessary 
somehow to choose between the wide variety of alternative 
types of production which is open to us, and to allot the limited 
supplies of the elementary factors of production in accordance 
with our choice. “ Economics is the science whieh studies human 
behaviour as n relationship between ends and scarce means which 
have alternative uses,” ^ 

The i^ractical solution of the economic problems of production 
is always being complicated by changes in the character and 
relative importance of the goods whose production it is ilesirable 
to organise. We arc not here concerned with the clTccts of the 
changes in taste or fashion wliich are quite compatible witli 
relative stability in the level of average productivity, but with 
the mu(;h more important changes which occur when productive 
( fficiency is increased for any reason, and especially as a result 
of extensions of knowledge. And the process of solution, it will 
be suggested, is commonly retarded by a failure to realise that 
economic progrc'ss which rests upon growth of knowledge is 
likely to cause in^portant changes in the relative importance of 
capital as a factor of production. 

This question will perliaps be illuminated by a short not too 
imaginary sketch of world economic history. Uie form of the 

^ Robbins, h'uiure and JSUjniJicaiice of Ecvnoniic ^^cicncc, p. 15. 
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sketch is suggested in part by the current habits of speech in 
New Zealand, where most public questions are discussed in terms 
of their reactions upon the welfare of the so-called primary and 
secondary industries. In the first stage of development, a stage 
in which large areas of the world still find themselves, effort is 
concentrated mainly on primary production, on agricultural and 
pastoral and similar occupations, 'i'his stage is often haunted 
by the fear of famine, and the Malthusian devil is something 
more than a bogey. Permanent improvements in methods of 
production are difficult, and slow, because of the difficulties of 
accumulating capital, difficulties which arise not, to any important 
extent, from lack of thrift in the ordinary sense of the term, but 
rather from sheer poverty. 

It was mainly extensions of knowledge relating both to 
agricultural and to other types of production which led to the 
second stage, in which secondary or manufacturing production 
and the activities associated therewith began to predominate. 
Average standards of production were mu(;h increased throughout 
the whole Western world during the nineteenth century, and 
saving became relatively easy. Manufacturing production prob- 
ably demands relatively more capital than agricultural production 
of comparable value, its processes are more roundabout, but the 
increase in productive capacity made it comparatively easy to 
supply what was needed. 

The ‘‘ tertiary ’’ stage, on the threshold of which the more 
advanced countries should now be finding the?nsolvcs, begins 
when, in the popular phrase, the problems of production in 
manufacturing seem to have been solved. It then becomes 
possible to divert an increasing proportion of human time and 
effort and of capital equipment into the production of goods 
and services, which arc not in the ordinary sense of the words 
to be included in either of the categories of primary or of secondary 
production, namely, facilities for travel, amusements of various 
kinds, personal and intangible services, flowers, music, art, litera- 
ture, science, philosophy and the like. These things are, of course, 
not unknown in either the primary or the secondary stages. 
Many of these services arc those which Adam Smith described 
as unproductive, and it is possible that their relative importance 
was greater in the primary than in the secondary stage. But 
wfficn certain standards of efficiency in primary and secondary 
production have been reached, it is desirable that Adam Smithes 
‘‘ unproductive services should occupy a rapidly increasing 
proportion of the time of the community. It is the growing 
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importance of these services which characterises the tertiary 

II 

During the secondary stage the tendency towards more and 
more roundabout methods of production, oh wliich the Bdhm- 
Bawerkian theory of capital lays so much emphasis, is especially 
obvious. Bohm-Bawerk insists that the law that the more 
roundabout methods of production are in general, if wisely chosen, 
the most productive has its only basis in the experience of 
practical life. Economic theory does not and cannot show a 
priori that it must be so; but the unanimous experience of all 
the technique of production teaches us that it is so.” ^ Each 
detour in the process of production enables us to make use of 
an additional auxiliary force which indirectly helps us more 
efficiently to reach our desired end. As the average period of 
production lengthens, i.e. as the process of production becomes 
more capitalistic or roundabout, the productivity of the process 
is also likely to increase. And what is true of single acts of 
production can equally be applicul to the whole of a national 
economy. “ "riie more capitalistic the production is, the smaller 
will be the proportion of llic year’s productive powers consumed 
within the year, and the greater the proportion invested in inter- 
mediate products that will come to maturity as finished goods 
only ill future years.” ^ A consideration of the variations and 
changes in the character of demand which economic progress 
based upon the growth of knowledge makes possible suggests, 
however, some doubts as to whether it can safely be assumed 
that when higli standards of productivity have been reached, 
economic progress invariably, or even in genei fil, means a lengthen- 
ing of the average period of production for tlie national economy 
as a whole, a higher degree of capitalism in the Bdhm-Bawerlvian 
sense. When the roundaboutness of the processes of production 
in particular cases has been extendeil so far that our wants for 
their products are satisfied to such an extent that we prefer to 
devote our energies to the production of new things, it is by no 
means certain that the degree of capitalism involved in the 
production of the new things will be such as to lengthen the 
average period of production for the national economy as a whole. 
It is an empirical truth that as ^\c pass from tlie primary to the 
secondary stage of production the average period of production 

' Positive Theory of Capitul, Smart’s translation, p. 20; Tolack’s translation, 
p. 24. 

* Tolack, pp. 208-9; Smart, p. 91. 
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has tended to lengthen, but it cannot safely be assumed that 
economic progress means merely producing more and more of 
the commodities Jilrcady being supplied, or even of producing 
new commodities the character of whose production will at least 
be as capitalistic as the processes needed for the old commodities.^ 
If wo were to arrange commodities, goods and services, in 
the order which would corres])ond to the order in which they were 
included in the expenditure programmes, either of individuals 
or of groups, as their wealth steadily increased, it is by no means 
certain that the degree of imi)ortance of capital in the production 
of the goods which appcarc'd in the latter stages w'ould bo greater 
than the importance of cjipital in the production of the goods 
wiiich appeared in the earlier stages. Increases in productivity 
make possible the satisfaction of entirely new wants, and it is 
quite possible that the periods of production suitable for them 
will be much shorter than for the old, so that the general average 
may be reduced, or, what comes to the same thing, the proportion 
of gross income that has to bo saved in order to keep capital 
equipment intact and in good working order will vary according 
to the character of the goods produced. If the goods whi(di 
meet the less urgent needs wiiich can be satisfied as a result of 
technical progress require shoi-ter production periods, then the 
proportion whic h must be saved if capital equipment is not to 
be left derelict w ill diminish as wealth increases. In other words, 
a relatively small net increase in savings may give as good a 
return in real income in a wealthy community as a relatively 
big saving would in a poor community. If saving is still practised 

' B61iiu-Hawcrk not iiiJeod entirely ignore tlio possibility of cliaiigos in 
the objects of proilnef ion, bnt lio tciiUs to oxcIvhIo t lioso ebangos from consitlera- 
lion. “For any important cliango in tho objects of j)rofliiction,’’ lie says, 
“ which would moan that men in future would turn towards t)thor typos of 
consumption, would desire tliem and produce them, wo liavo no jinint iCappul 
in our su]>positioiis. Wo know lliat in grmeral, oven if then' aio largo dynamic 
changes in a national economy, tlio relative changes in t)a5 typos of goods 
produced are only small, and we have, mortjovor, oxoludod from our hypothosis 
all dynamif? changes other than tlio increase t>f existing cojiital. Wo shall 
llicrefoi(5 i<in{ine our attention to simple changes in the method of production. 
Some new types of material goods may well hcj produced fortuitously and 
sporadically, but (\s.seiitially men in general will eontiniuj to produce tho saino 
material goods as they have produced hitliorto, hut by other methods of 
production ’’ (Uolack, pji. ,‘h{0 -7). It seems, however, iinpossihlo to accept this 
hy'pothosis. If prodiartion is increased, either as a result of inercaso of capital, 
or for any other roas<ai, now typos of goods, either material or immaterial, must 
inevitably appear, and not merely fortuitously or sporadically. Tho hypotheses 
that there should bo dynamic elianges duo to increases of capital and that at 
tho same time men should continue to pniduce tho same material goods as they 
have produced hitherto ar(‘, in fact, coiitradictoiy. 
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at the rate which was appropriate to maintain the capital equip- 
ment required in the earlier stages of production, and especially 
if the savers show reluctance to allow their capital to enter the 
new types of production which are appropriate to the tertiary 
stage of development, dislocjition is inevitable. 

IIT 

If we consider the production of any given commodity, the 
Bohm-Bawerkian theory that “ if we choose wisely more round- 
about methods of production, we generally receive an increase 
in output, that is to say, we obtain more and better products 
with the same expenditure of the original productive forces,** ^ 
may be regarded as suflicicntly established, as well as its converse, 
that if we desir(5 an increase in the output of any commodity, it 
will usually be necessary to resort to more roimda})out methods 
of production, in which the importance of capital as a factor of 
production will increase. But this does not justify the conclusion 
that if productivity in general is to increase, the relative import- 
ance of capital as a factor of production must inevitably increase. 
It may do so, but it will deiiend on whether in the newer products 
which economic progress makes possible capital is likely to be 
as important a factor as in the old. Tt may be true that new 
inventions usually require a longer period of production, but 
when the advantages derived from the use of such inventions 
have been pushed to a certain stage, we are then likely to turn 
to products of quite another type, where it is possible that short 
production periods arc appropriate, so that the average for the 
whole field of production may be diminished instead of being 
increased. An increase in the supjdy of ca]jital may make 
possible and profitable the use of more prolonged methods of 
production, because knowledge which was formerly sterile on 
account of shortage of capital can now bo made fruitful, but it is 
also likely to make possible the use or the more intensive use of 
short methods of production wdiich are useful for producing goods 
and services which formerly were inadequately supplied because 
other things were more urgently needed.^ 

^ I’olack’a trails., p. 279. 

® Even if tiio average period of production for oach commodity wore to be 
longtheiied sirniiltaiKJOusIy, it wouUi not necessarily follow that tlio average 
period for the wluile econfJiny wouhl be leiigtliened, any more tlian an increase 
in the average wage paiil over the wliolo field of industry is a necessary conse* 
quenco of an increase in the wage paid for each kind of work. Iho result in 
eitlier case depends on the relative iinportnn(*e of the items whoso sizes increase. 
Bohm-Bawork maintains (Polack, pp. 358 -9) that oven in the case of inventions 
whii^i make possible a shortening of the period of produc-tion tho capital thus 

No. 171. —VOL. XLIIl. 



384 


THE ECONOMIC JOURNAL 


[sept. 


It is difficiilt to make any confident genera] statement about 
the change in the character of the need for capital, in the average 
length of the period of production, which will become necessary 
as technical progress makes it possible to extend effective demand 
to new goods and new services. But it seems reasonable to 
expect some variation in capital demand as we pass from the 
secondary to the tertiary stage of production. There is certainly 
no a priori reason for supposing that the relative importance of 
capital in the production of “ tertiary ” products will be the same 
as for the production of ordinary manufactured goods, and there- 
fore as the importance of “ tertiary ** products as compared with 
manufactured goods becomes relatively greater, wo might expect 
some change in the relative importance of capital for the field 
of production as a whole. During recent years improvements 
in productive methods have certainly been important in prac- 
tically every field of economic activity, and the natural, indeed 
the inevitable result of such improvements is to let loose an 
increasing proportion of human energy and of capital equipment 
for the production of ‘‘ tertiary ** goods. It is not easy to get 
any precise or accurate picture of the situation as a 
whole, but it is not unlikely that the capital requircmci\ts for 
the new^cr types of production, which increased productive 
capacity makes possible, are often relatively less than for the 
articles, the production of which constituted the outstanding 
economic advance of the last century.^ 

relcasod for other purposes will tend to bo api>lied in leni^tlieniiiK tl»o porioil 
of produ(;lion in other parts of the field. But if the new comrao<litios whi(ih 
it is now possible tc' protluce in larger supply are siu li that the relative import- 
ance of caijital as a factor in their production is very small, — ami this is probably 
true of many of tlie comtnodities which are suitable to the tertiary stage of 
production,^ — the tendency for the average period of production for the whole 
economy to lengthen may bo suspcimled for a long time. 

^ Considerations suoli as those raised la^ro make it diificult to attach any 
intelligible meaning to the eon<-ept of a uniform rate of economic progress as 
tlofinod by (.'asscl and others. “ Jn onlor to bo able to provide,** Cassol says, 
“ for a unifonniy growing coiisuraptioii, wo must in a uniformly progressive 
economy have a uniformly grf)\ving supply of olomontary factors of production ’* 
{Fundamental Thoughts in Fjcononiics, p. 95). But progress inevitably moans 
tlio arldition from timf3 to time of new items to the stream of products, and oven 
if wo surmount the diiUcuIties involved in dotonniniiig whether the stream is 
expanding at a uniformly progrossivo rate or not, when such now items are added, 
wo are certainly not justified in assuming that in order to produce tlie now items 
the supply of each of the elementary factors needed for the now types must also 
expand at a uniform rate. As Cussel has pointed out, the assumption underlying 
the Ricardian theory of value, that “ the use of capital required in every branch 
of production could be assumed to bo proportional to the amount of labour 
required,” was too daring (p. lOS). But any assumption that the use of capital 
requireil in every bruncli of [3ro<lu<;tion can bo assumed to increase more or loss 
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The point raised here is related to, though not identical with, 
the problem discussed by Cannan ^ of the changes in the relative 
importance of the demands for labour and for the use of property. 
“ Increase of income,” he says, ” is often a cause of change of 
demand as between different commodities and services, and it 
may, on the whole, perhaps make people inclined to spend a 
larger proportion of their income upon the use of lands, houses, 
vehicles, pictures and such things and a less proportion in 
ways which tend to raise the value of work as compared with 
property. But,” he adds, “ the case is far from strong.” The 
suggestion here made is that where increase of incjorne is general , 
and after it has passed a certain point, not clearly definable, 
it is quite probable tliat the new demands which general increase 
of income make effective will, in fact, be direcited towards com- 
modities which require, as compared with other commodities, 
relatively less capital and relatively more labour. 

IV 

It does not follow', because the relative importance of saving 
as an essential factor in maintaining standards of production 
may decline as a rcsiilt of increased efficiency making it possible 
to open up new kinds of work in w'hich capital is relatively less 
important, that there is likely to be a positive excess of saving. 
Ikit dislocation is likely to occur such as might at first sight 
suggest an excess of saving, if the newer channels are not opened 
up wdth reasonable speed. People sometimes dislike putting 
capital into the industries w'hich are suitable to the tertiary 
stage of production, and insist on pouring additional capital into 
the industries which are characteristic of the secondary or even 
of the primary stages, or, what comes to very much the same 
thing, they dislike the lower rate of interest which a slackening 
of the need for capital is likely to bring with it, and in consequence 
endeavour to keep their capital uninvested until more attractive 
opportunities are open, or else uncritically devote their savings 
to enterprises (e.g, gold-mining) where the returns seem to be 


Htofidily as productive efficiency incroasos inuy bo scarcely less remote from tho 
facts. There is i)robably a marked tendency in that direction at certain stages 
of economic progress, but whether the- tendency will be maintained or reversed 
depends largely" on tho character of tho dcmtuid which lias to bo satisfied when 
economic progress enables us to explore now liabits of consumption. If wo 
prefer commodities or services in whoso production capital does not play a large 
part, — and there are certainly wide ranges of choice open to us in which this would 
be possible, — then tho it'ndency will bo reversed. 

1 Wcolt/i. p. 178. 

dd2 
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high, largely because they are normally associated with a con- 
siderable risk premium. There is some reason to believe that 
both these influences are, in fact, operative and important, 
causing incidentally a considerable wastage of capital. Evidence 
of the same conservatism of which Hobson complains in con- 
sumption is certainly not lacking in the control and direction of 
investment. Capital, we think, ought to go into the staple 
industries, and though few individual investors deliberately and 
of set purpose guide their investment practice on the grounds 
of their estimate of the relative social significance of industries, 
instead of upon estimates of probable gain, a general background 
of sentiment, or even a definite system of institutions may have 
the effect of diverting into the older staple industries a dis- 
proportionate share of the new supplies of capital which are 
coming forward. In countries like New Zealand, for example, 
everybody agrees that primary production is the foundation of 
the country’s economic organisation; there is a good case for 
organising some substitute for agriculture which will serve a 
similar purpose in the distribution of (iapital to that served by 
tlie joint stock company in some other departments of industry, 
but the permanent importance of primary jwduction is so much 
exaggerated that this excellent case has in practice been allowed 
to justify a diversion, as a result of the Government acting as a 
middleman between farmers anxious to borrow and lenders 
attracted by the security of a Government loan, into agriculture 
of supplies of capital which can now be seen to have been 
excessive.^ Similar prejudices in favour of established industries, 

^ The projmlice in favour of primary indiistrios us u likely absorbent of 
labour whieh has proved to be supnrfluoua elsewhere is shown by people of tho 
most divergent politieul colours, ami is tloubt 1hc» result of iu(*ntal habits 
deeply ingrained by centuries of constant dr 'ud of famine. The idea is apparently 
part of tho economic j)rugrainmc of tho C rinan Na/.is; it is an article of faith 
with almost every influential section of j. iiblie opinion in New Zealand; the 
authors of tho Report of the Britisli Lilx ral Indust ri^|i Xnrfhiry holieved that 
“ tho remedy for tho present unsatisfactory position of ih’itish agriculture is 
tho Bumo as that sugge8tc<l in tho case of our great export industries — the taking 
of such stops ns will secure an incroa.sod net return ))or head of those engaged. 
Tho resulting increased ])ro<luct ptjr at-re ami ])cr liearl will make possible a 
proportionately increased return to these engaged, whilst at tho same time 
leading to an iric.renso in tho area iiiidor cultivation and to an increase in the 
numbers engaged” (])p. 32G -7), nn<l Professor .1. I). Black, Chairman of tho 
Advisory Committee on Social arul Kconomie Research in Agriculture of tho 
Social Science Rcsearcli Council, believed that ” it is easy to conceive of a 
different working of our so-called competitive system wlIic^h would give us more 
farmers and better rewards at tbo same time ” (Awicrj’can Economic Bcvieiv, 
Siij)plemcnt, March 1026, p. 1118). While there is so much ditUculty in convincing 
people that tho growth of knowledge on whicli economic progress depends 
inevitably means a reduction in tho relative importance of primary production 
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of continuing to produce in the future precisely the same kinds 
of things as have been produced in the past, cause further waste 
of capital, through the erection of tariff barriers which make 
investment along the old well-tried linos seem at least for a time 
to be profitable. 

The difficulties of identifying the now demands for the 
satisfaction of which it is desirable to provide capital as produc- 
tive capacity increases arc undoubtedly greatly increased by 
the instability of demand which prosperity inevitably brings 
with it, and which has already been shown to be an important 
factor complicating the solution of current economic difficulties.^ 
It is not safe, as many rash investors in temporarily popular 
amusements in recent years have discovered to their cost, to 
assume that any industry which for a time offers the prospect 
of a high return is an appropriate field for extensive investment. 
The instability of demand brings with it a risk of a somewhat 
different type from those with which investors in the past were 
accustomed to deal. But though the existence of such risks in 
part explains the slowness with which capital flows into the 
appropriate new channels, it docs not in any way mitigate the 
effects of the dislocation which an excessive accumulation of 
capital elsewhere is likely to cause. 

V 

The reluctance of investors to accept low interest rates is also 
important and closely associated with their reluctance to realise 
the necessity for encouraging the growth of new types of industry. 
Interest rates are frequently much less flexible than wage rates 
or labour costs, and even when the conditions of supply and 
demand for capital justify lower rates, the returns which seem 
to be promised to investors in the older industries often continue 
to be relatively high. 8o long as this is so, capital is likely to 
continue to flow in those directions long after it has ceased to 
be necessary. Our error under such circumstances is less 
that of the inhabitants of the isolated island who built one 
enormous machine, but failed to provide the free capital ncces- 


as a sourco of oni])lo5anoiit , is, in fact, wasted if this reduction does not occur, 
it is not surprising' tliat similar misai)prelien8ions concerning the necessity for 
changes in the tlistribution of <iapital cause serious dislocation, especially if 
there is reason to believe, as has been suggested here, that in some of the newer 
typos of production which economic progress makes possible, the relative import- 
ance of cajjital ns a. factor of production may bo smaller than in the old. 

* Cf. Loveday, Britain and World Trade, pp. 84-112. 
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sary to work it,^ than that of people who insist upon wastefully 
duplicating capital equipment, which, relative to the effective 
demand of the community, is already adequately supplied. The 
dislocation which such errors cause is likely to be the more serious 
when the rate of population growth is slackening. 

The causes of the present general reluctance to invest are 
obviously complex, but unwillingness to adjust states of mind 
to the necessity for a permanently reduced level of return on 
capital is not unimportant. One reason why long-term money 
rates fell so slowly in 1929 and 1930, it has been said, was 
“ probably that investors had for many years been used to 
considerably higher returns on their capital than before the War, 
and had come to regard this high level as natural and normal. 
Hence they were averse from accepting a lower yield, and 
preferred to keep their money on short term in expectation of 
some more promising future opening.’’ ^ The ultimate result 
of reluctance to invest is in many cases complete disappearance 
of the capital in question, the rate of interest being maintained 
by methods not unlike those adopted by the people who bum 
coffee or wheat, or dump surplus fish back into the sea. 

The instability of demand associated with increased prosperity 
is partly the result of untrained public taste, and we may 
eventually conclude that these causes of dislocation can best 
be controlled by some sort of public authority, which will provide 
communistically certain of the services which are appropriate 
to the tertiary stage of production. It may indeed be found that 
a communist organisation of such services is an essential condition 
for the maintenance of whatever is desirable in an individualist 
organisation in other parts of the field of production. Already, 
of course, important j)arts of the community’s capital are in 
most countries utilised in this way. The growing importance 
of organisations like the llockefelku- and Carnegie Foundations 
in America, the Carlsbcrg Foundation in Denmark, and similar 
institutions elsewhere suggests another parallel line of develop- 
ment. Economic progress shouhl make it easier, it certainly 
makes it more desirable, to devote a larger proi)ortion of the 

* Hayek, Prices awl Production, p. 84. 

* Course awl Phases of the Worhl Depression, pp. 225 -6. At tho prosont time 
in Now Zoiilaml, movomonts in tho rnpital market aro sjiitl to bo most active in 
connection witii Government bonds and gold<mining siiarea. Investors look 
askance at ordinary commercial propoHition.s which offer only a modorato rotwni 
on capital invested; tliat tlioir shyness cannot bo completely explained by 
nervousness about tho nature of the securities offered is shown by the marked 
stimulus of interest in mining ventures which aro notoriously risky. 
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world’s resources to the search for knowledge. Scientific research 
is not, however, a service which can easily be organised on the 
basis of a commercial demand. The Rockefeller and Carnegie 
Foundations offer an alternative method of organisation. Part 
of the community’s savings are in effect abstracted from the 
normal channels of investment in which they would otherwise 
tend to flow, and arc instead made available for persons who 
are presumed to be skilled in the search for knowledge.^ 

That there is an intimate, organic connection between the 
processes of production and the processes of consumption, is, 
of course, obvious, if not commonplace. But the practical con- 
sequences of this organic relationship are seldom sufficiently 
considered or understood. As productive efficiency increases, 
it is inevitable, if the demands of consumers are to remain the 
controlling power, that the character of the goods produced will 
change at the same time. And with the change in the character 
of production, the distribution of labour among various types 
of work and the character of capital demand arc certain also 
to change. Most people to-day agree that recovery from the 
depression is delayed by the stiffnesses and rigidities of certain 
parts of our economic organisation ; among these stiffnesses and 
rigidities it is desirable that much more attention should be 
given to the general reluctance to admit that changes in the 
character of i)rodiiction are likely to cause changes in the relative 
importance of capital as a factor of prodtiction, and are certain 
to cause changes in the relative importance of the demand for 
capital forthcoming from different types of industry. Recovery 
from the depression is delayed by the general insistence that 
capital should be directed into the same channels as in the past. 
The progress of knowledge has made it desirable to change the 
relative importance of these channels, and any theory Avliich 
fails to emphasise the necessity for these changes must be con- 
demned as inadequate. 

Allan G. B. Fisher 

University of OUujo, 

1 Cf. Huwtroy, Kcotwmic Problem, pp. 304 -o. 



A DISCONTINUOUS COST CURVE AND THE 
TENDENCY TO INCREASING RETURNS 


T]fE average cost of production has generally been assumed 
to be a continuous function of the size of the output. I propose 
in this article to examine a hypothetical case where this condition 
no longer prevails and to consider its effects in connection with 
the problem of increasing returns. 

§ 1. Let us first make certain simplifying assumptions with 
regard to the factors of production. We will suppose that there 
arc only two types of factor ; one a fixed plant F, and the other 
a composite variable factor V, <^(r) is the quantity of V which 
is combined with one unit of the fixed factor to produce an output 
X of P. The unit cost of the variable factor is regarded as con- 
stant and equal to the employment of each unit c^f fixed 
plant entails a fixed outlay of p/for upkeep and running expenses. 
Let p represent the unit cost of product P, 

At successive stages as the output is increased, additional 
units of the fixed plant F will be introduced. 

\Vo may assume that both the first and second derivatives of 
<f>(x) with respect to x are positive; this expresses the fact that 
the efficiency of the fixed ])lant F decreases as the output increases, 
and it is this iiKU’casing cost element that makes it profitable 
periodically to introduce additional units of F, 

For the purposes of illustration we may suf)pose <l){x) to be of 
the form ax^ 1- bx , — one of the simplest functions which satisfies 
the conditions that and >0. [Economic considerations 
justify the omission of the constant term; a zero quantity of 
the variable factor will be used to produce a zero output of P. | 
It is clear that under these assumptions it will always pay 
the producer to distrilmte his output equally between the various 
units of F. 

We have a succession of cost curves corresponding to the 
varying number of units of F used in production. Tlie equations 
of the t(jtal cost curves are of the form 


„ 1 )X - npf + {n -- 1 , 2 ...)- • • (») 

The equations of the corresponding unit cost curves, of the form 

. . (ii) 
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where nV represents the unit cost of P when n units of F are 
employed, and x is the total output. 

The two series of curves are shown in Figs. I and II. It will 
pay to introduce a new unit of factor F when the total cost of 



production of an output x is the same with an additional unit 
of F, as it is without that unit. The additional units of factor 
F are therefore introduced at the points of intersection of curves 
nj)x and n + iV^ in Fig. I, or curves nPi and in Fig. II. 



The total and unit cost curves for the product P will be of 
the forms indicated by the heavy lines in Figs. I and II. They 
consist of the sections of the successive cost curves between 
their points of intersection. 

§ 2. We may now examine further the shape of the unit cost 
curve for P (heavy line) when is of the concrete form 
ax^ + hx. 

The total cost when n units of F are used is 

w7J/ + »/>r[«(^) +<•(1)] . • • (iij) 

The corresponding unit cost is 
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Tho condition for minimum cost is 


ax n 

■■■ w 

where Xmn represents the minimum point of the unit cost curve nf. 

The interval between successive minimum points on the unit 
cost curve is 

Xmn — ^ constant . . . (vi) 

By substituting the value of x from (v) in equation (iv) we 
find the minimum unit cost where n factors F are used is 


mnp — 2VapvPf + hpv, a constant . . . (vii) 

Thus all the successive minimum points of the unit cost curves 
lie on a horizontal straight line. 

Next we will deal with the points at which successive units of 
factor F are introduced. 

The wth unit is introduced when 


(n - l)Pf+(n - 4 (>“)• 


{,e. where 


Pf 


Xin 


apvX^ 


n(n — 1) 

V” 


(n-_l)pf 
apv 


(viii) 


[xin denotes the output at which nth factor F is introduced.] 

The interval between the points at which the nth and (n + l)th 
units of F arc introduced — 


1 1 ) - iTi,. - J ^ (Vn{n~l 1) - \/n{n - 1)). . (ix) 

It can be shown that this interval decreases as n and tho 
output increase, and, moreover, that as n becomes very large, in 

the limit it a])proaches — the interval between the succes- 

sive points of minimum cost [cf. vi]. 

By substituting the value of x from (viii) in the unit cost 
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equation (iv), we find the unit cost of P where the vAh unit of 
factor F is introduced is 

... (X) 

It can be shown that tnp decreases as n increases, and that as n 
becomes very large it approaches as a limit 2\/^2V + 
the constant minimum of the successive cost curves. Thus, 
when the output is very large the unit cost curve of P approaches 
a horizontal straight line. 

It can also be shown that as n becomes large the points at 
which additional units of F are introduced approach the mid- 
points between the successive minima. 

§ 3. We now have a fairly exact idea of the cost conditions 
of producing P, under the given simplifying assumptions. We 
may recapitulate the economic results obtained so far, as follows : 

(1) The minimum unit cost of production is independent of 
the number of units of fixed plant employed. 



(2) The points of minimum cost where successive numbers of 
units of fixed plant are employed occur at regular intervals of 
output. 

(3) The unit cost at which it pays to introduce a new fixed 
factor decreases as the scale of output increases, and ultimately 
approaches the constant minimum unit cost. 

(4) Successive units of fixed plant employed reach their 
optinuim output {i.e. minimum unit cost) at increasingly earlier 
stages as their number increases, and in the limit the optimum 
point is reached half-wfiy between the introduction of consecutive 
units (Fig. III). 

§ 4. lliese results may now be used in attempting an 
approximation to the next stage of complexity. For this pur- 
])ose we shall regard the finished product of the simpler case as a 
semi-finished j^roduct which has to undergo a further machine 
process before it is ready to be placed on the market. This 
assumption is the same as though we supposed the unit cost of 
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the variable factor V to be no longer constant but of the dis- 
continuous form that we have shown the unit cost curve of P 
to be. 


In the cost curve np ~ -pf + 

X X 


instead of the constant 

Pvy we have a variable and discontinuous function, incapable of 
being exactly described by any single expression. In order to 
give an intelligible meaning to the cost expression np, therefore, 
we must find some continuous curve which will most fairly 
represent the course of the discontinuous curve. 

It is possible to pass a continous curve through the average 
ordinate of each section of the discontinuous curve half-way 
between its consecutive minima ^ (see Fig. IV). 



Thus the curve aj^yS ... is such that the rectangles Oa * . aa', 
a'b' . pp', i/'c' . yy' . . . etc. are respectively equal to the areas 
subtended by sections of the curve between its beginning and 
a and b, h and c , . . etc., where a', p', y' . . . are the mid- 
points of these sections. 

This curve would seem to describe best the trend of the cost 
of producing the semi-finished good V, and can conveniently be 
incorporated as an clement in the unit cost of producing the 
finished product P, Tlie trend curve decreases continually at a 
decreasing rate and is asymptotic to the horizontal line of 
constant minimum cost. 

Now the effect on the discontinuous cost curve of P of 
replacing the constant pv by such a decreasing function will 
clearly be that the minimum points will no longer lie on a 

^ The equation of the curve where (j>{x) — ax* -f hx is 

^+\/~ 

p = ap^ log + V aprpi + 5p.. 
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horizontal straight line, but on a descending concave upwards 
curve (Fig. V). 

We might again draw a trend curve through this discon- 
tinuous curve, so that were there yet a third machine process in 
production, the cost curve of the finished product would descend 
even more steeply than before. There thus seems to bo a 
tendency to diminishing costs which increases as the process of 
production becomes more elaborate. 



§ 5. It must be einidiasiscd that the cost curve with which 
we are dealing is essentially a short-period curve — it takes into 
account no new inventions or reorganisations which might be 
introduced over a long time ; it assumes production to be carried 
on in an exactly similar method, wliatever the scale of output. 
We here come up against the often repeated opinion of Marshall, 
that a short-period decreasing cost, or normal supply price curve 
is, if not non-existent, at least extremely improbable.' 

This belief can be largely accounted for by Marshall’s defini- 
tion of the law of increasing returns : “ An incjrease of labour 
and capital leads generally to improved organisation, which 
increases the efficiency of the work of labour and capital ” 
[Prmci'ples, p. 318]. It is thus clearly a long-term concejdion 
only, and not to be confused, as Marshall says, with the economies 
of ‘‘ running full.” He must assume that a business can always 
“ run full ” if it wants to, and that if its plant is not fully 
occupied, the reason must be found in some temporary slackness 
of demand rather than in the natural conditions of production. 

In the example we have been considering, if we look at the 
cost curve drawn in Fig. V, wo may agree with Marshall in not 
admitting as Ji case of increasing returns the downward slope of 
any section of the cost curve previous to reaching a local minimum 

1 Cf. Principles, 8th od., pp. 370, 460, 601, 805. 
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point; we may say that this is due to the machines F not being 
worked at their optimum output for some very temporary reason. 
But what are we to say of the downward sloping trend of the 
successive minimum points? This is due to the fact that the 
average cost of the intermediate products in various earlier stages 
of production tends to decrease with an increase in their output ; 
although the machines F may be running full (and those should 
be the only ones that Marshall should exclude in his law of 
increasing returns) it is unlikely that the amount of the inter- 
mediate product required to feed them should be that which can 
be produced at a minimum cost, since the machines used in 
earlier stages cannot also always bo running full. If the output 
of P has to be increased, the manager should, according to 
Marshall, jump at once from the optimum j3oint where he is 
working to the next optimum point on the curve. This is not 
likely to involve at the same time an optimum point on all 
machines used in more elementary stages; but, as the total 
output increases, the departures from this optimum line become 
less and less. It is only where the scale of production is extremely 
huge that these departures become negligible and we reach a 
position of constant costs. It would seem therefore, that, apart 
from the forbidden economy of running full, there is an inherent 
technical advantage in such a case to be derived from an increased 
output ; the increasing returns arc admittedly of the nature of a 
probability, but they arc none the less real and due to the 
technical discontinuities of production and not to any avoidable 
inefficiency on the part of the ])r()ducer. 

§ 6. Marshall’s neglect of the short -period decreasing cost 
curve was evidently due partly to a serious difficulty which he 
thought that it would involve. He introduces this difficulty ^ in 
a note on p. 459, Prindfles. “ Some, among whom Cournot 
himself is to be counted, have before them what is in effect the 
supply schedule of an individual firm; representing that an 
increase in its output gives it command over so great internal 
economies as much to diminish its expenses of production ; and 
they follow their mathematics boldly, but apparently without 
noticing that their premises lead inevitably to the conclusion 
that, whatever firm first gets a good start will obtain a monopoly 
of the whole business of its trade in its district. While others, 
avoiding the horn of this dilemma, maintain that there is no 
equilibrium at all for commodities which obey the law of incrcas- 

' Roforoncos to previous discussions of this problem are given by Mrs. Robin- 
son at the beginning of her article in Economic Journal, December 1932. 
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ing return ; and some, again, have called in question the validity- 
of any supply schedule which represents prices diminishing as 
the amount produced increases.” Marshall himself, as we have 
seen, may usually be numbered among the latter. On this par- 
ticular page, however, he refers to the conception of the repre- 
sentative firm as the true means of avoiding the horns of the 
dilemma ; a decreasing cost curve should not be attributed to a 
particular firm at one moment, but only to the industry as a 
whole over a long period of time. In other words, it is no 
solution at all of the problem of the short-period individual 
descending supply schedule. 

The fact, however, that under conditions of abstract pure 
competition there can be no long-period equilibrium if individual 
firms are working under conditions of decreasing costs, does not 
in itself seem a sufficient reason for denying that such decreasing 
costs can exist. There are two possible alternative courses; 
cither we can say that abstract pure competition does not exist, 
or else we can say that long-period equilibrium does not exist; 
and we should be supported in cither case by the fact that 
neither condition is to bo found in real life. 

It has lately been suggested ^ that equilibrium where com- 
petition is imperfect — where the demand curve confronting a 
single producer is not infinitely elastic — can be obtained only if 
the individual cost curve is a decreasing one; Mrs. Robinson 
even goes so far as to suggest that such imperfections of the 
market actually cause the costs of production to decrease.^ 

The case which ]\lrs. Robinson considers, where, owing to the 
rare nature of the market imperfection and the complete absence 
of frictions or transfer costs, the producer enjoying a semi- 
monopolistic position is unable to reap any benefit from it in the 
form of monopoly profits, is demonstrated to be one in which a 
long-period equilibrium is compatible only with decreasing costs. 
In the more probable cases, where the monopolistic competitor 
benefits from his position by making more than normal profits, 
an equilibrium is possible wiiether costs are increasing, decreasing 
or constant (so long as average costs do not decrease faster than 
the demand price). 

It seems, therefore, that if compatibility with long-period 

^ Cf. K, F. Harrod, Economic Journal, December 1931, and Mrs. Robinson, 
Economic Journal, Docembor 1932. 

* Cf. loc, cit.f p. 545 : “By these assumptions conditions are postulated in 
which, if competition wore perfect, the industry would bo producing at constant 
supply price.” And yet the cost curve drawn on p. 548 does not represent 
constant costs. 
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equilibrium is to be the criterion of existence of any economic 
condition — as Marshall and Mrs. Robinson suggest — ^we may 
“ follow our mathematics boldly ” and allow that in the short 
period, decreasing costs are as necessary and as justifiable as 
increasing costs. 

In fact, however, there is no reason to suppose any such 
direct connection between the technical conditions of production 
which determine the shape of the cost curve, and the necessary 
conditions for a long-period equilibrium corresponding to the 
existing state of demand. The cost curve, at least for a single 
commodity, may be examined independently as in this paper, 
and according to the shape which it assumes, together with the 
nature of the market in which the commodity is to be sold, the 
I^rice and output wliich result may or may not conform with the 
conditions of an equilibrium. M. F. W. Joseph 



SAVING AND HOARDING 


§ 1. In a future article I hope to examine certain aspects of 
the relation between saving, the rate of interest, and the course 
of industrial fluctuation. But since the first of these concepts is 
a troublesome one, I propose to devote a preliminary article to 
explaining and illustrating the meaning whicli is here attached 
to it. 

I assume the existence of a period of time, to be called a “ day,” 
which is finite but nevcrtlicless so short that the income which a 
man receives on a given day cannot be allocated during its course 
to any particular use. A man’s disposable income — the income 
about which the question arises on any particular day as to 
whether it shall bo “ saved ” or “ spent ” — is thus the income 
received not on that day but on the previous one. A man is said 
to bo saving if ho s])ends on consumption less than his disposable 
income. 

The form of our analysis will be much simplified if we can bring 
ourselves to identify this “ day ” with the period during which, 
at the outset of our inquiry, the stock of money changes hands 
once in final exchange for the constituents of the community’s 
real income or output. To do so, it is true, will not only take us 
out of touch with the facts, but will j)reclude us from considering 
the i^ossibility of an increase in the velocity of circulation of 
money against output above that from which we happen to start : 
for our definition does not admit of a piece of money coming to 
do more than one job in a day. Nevertheless, in order to throw' 
a broad light on certain situations in which this possibility is not 
relevant, this simplifying identification will here at first be made. 

§ 2. There are certain other concepts, akin to but distinct from 
Saving, which seem to be useful in considering these matters. 

A man is said to lack, or to do Lacking, if his consumption on 
any day falls short of the value, at the time of its receipt, of the 
income whicli he has at his disposal on that day. It is thus clear 
that Saving may involve Lacking. Thus, if a man receives an 
income of £10 on zero day and spends only £8 on consumption 
on day 1, and if the general situation around him is unaltered, 
he is lacking the quantity of consumption goods which could bo 
bought for £2. But it is also possible (1) that Lacking should 
No. 171.— VOL. XLIIT. ^ ® 
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ocpur without Saving, (2) that Saving should occur without 
Lacking. (1) Suppose that on day 1 our man spends the whole 
of his £10 on consumption, and is therefore not saving; but 
suppose that other people add to the flow of money expended on 
that day, thus competing with liim for the flow of goods coming 
forward for sale and driving up their price, so that his £10 buys 
8 units of goods instead of 10. Then he is lacking 2 units of 
goods. It is convenient to call Lacking arising from such a 
cause Automatic, to distinguish it from the Voluntary Lacking 
which arises out of Saving. (2) Suppose that on day 1 our man 
spends only £8 on consumption, but suppose that other people 
contract the flow of money expended on that day, so that his £8 
buys 10 units of goods instead of 8. Then he is saving, but doing 
no Lacking at all. 

It is important to have a separate name, or at all events a 
separate pigeon-hole in the mind, for tin's experience of consuming 
less (or more) than one would have done if other people had not 
altered their expenditure. For this ex])erienco does not itself 
constitvte Automatic Lacking (or its converse) : it only entails 
Automatic Lacking (or its converse) if, in accordance with the 
general definition of Lacking, consumption fails below (rises 
above) the value, at the time of its receipt, of the disposable 
income. The names which I have suggested, for want of better, 
for these experiences, are Automatic Stinting and Automatic 
Splashing. Thus in case (2) above, our man is experiencing 
Automatic Splashing, but is not doing any negative Lacking. 

§ 3. A man is said to be Itoardinfi if he takes steps to raise the 
proportion which he finds existing at the beginning of any day 
between his money stock and his disposable income. On our 
simplified hypothesis tliis proportion is, to begin with, unity : i.e. 
if the representative man\s income received on zero day is £10, 
so also is his money stock at the beginning of day 1. If on day 1 
he spends £8 on consumption goods and £2 on a tool or a security, 
he is saving but not hoarding; if he spends £8 on consumption 
goods and leaves £2 unspent, ho is hoarding as well as saving, for 
ho is taking steps to raise the proportion specified above from 1 to 
IJl,. Thus Saving docs not necessarily involve Hoarding. But 
neither does Hoarding necessarily involve Saving. For suppose 
our man on day 1 spends £10 on consumption but adds to his 
money stock by selling a tool or a security worth £2. In this case 
also he will be taking stops to raise the proportion si)ecified above 
from 1 to 1\ and will therefore be hoarding : but ho will not bo 
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The converse operations to Saving, Lacking and Hoarding 
may be called Dissaving, Dislacking and Dishoarding.^ Hoard- 
ing (Dishoarding) may be alternatively defined as acting in such a 
way as to decrease (increase) the velocity of circulation of money 
against output. 

§ 4. It will be useful to illustrate these concepts from a situa- 
tion to which Mr. Keynes’ work has attracted particular attention, 
— an “ economy campaign ” on the part of consumers. It will 
be assumed that the community consists of two classes, ** the 
public ” (A), whoso rates of money income are prevented by 
contract or custom from varying during such short periods of 
time as are hero under consideration, and “ entrepreneurs ” (B), 
of whom this is not true. To bring out the essential points, it will 
bo assumed that a decline in the demand for a group of commodi- 
ties is met not at all cither by a restriction of output, or by a 
restriction of sales and accumulation of stocks, but entirely by a 
reduction of prices sufficient to market the original output. It 
need hardly be emphasised that such a situation is unstable, and 
likely to generate an accumulation of unsold stocks and a rc- 
stri(jtion of outx)iit and emi)loymcnt. To simplify the argument 
still further, we can start by assuming that at the outset “ In- 
vestment,” defined as expenditure on new instrumental goods, ^ 
is zero, all net output consisting of consumable goods. 

Let S be the expenditure, K the income received and T the 
output on any day, P the price-level of T, and M the money 
stock at the end of the ilay. Let us use subscripts to denote 
classes and days. TJien we start with S B P2\ Sa ~ Ba, 
Sb ~ Bb, Also, on our simplified hypothesis about the Icngtli 
of the day, Ma = Ba, Mb — Bb. 

Now let us suppose the pid)lic decides to save, in the form of 
an addition to its money stock, an amount of money X per day. 

Ilf X ]if X 

Tlicn we have S, - Ma - X -f- Mb, P^ - 

^ On OUT simplilied hypothoaia tho possibility of Dishoarding on day 1 is, 
at least for tho roproaentativo man, ruled out. For ho cannot spend on con- 
sumption inoro than liis disposable incomo, unless indeed he borrows, or soils 
some property, to enable him to ilo so : ami ov’en in that case he cannot, from 
tho definition of a day, allocato on day 1 any part of tlio incomo roccivod on that 
day to repaying Ihe loan or r('purchasing tho property. Nothing therofuro can 
caiiso his money stock at tho begiiming of day li to fall short of his income 
rccoivod on day 1. 'This only shows, of course, tliat tho siinplincation is unsuit- 
able for dealing with some of tho situations wo may want to consider. 

* More strictly, as oxpoiidituro on non-availablo output, in Mr. Keynes' 
phraso {Treatise on Money, I, 127); but for tho purposes of this particular argu- 
ment we may ignore tho fact that some Invostuiont takes tho form of increased 
expendituro on increments of working capital. 

ee2 
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Rla — Rih = Mb — Xy Mia ~ Ma “f" Mih = Mb — X, 
The public has both saved and hoarded : entrepreneurs, spending 
their previous day’s income, have neither saved nor dissaved, 
neither hoarded nor dishoarded. 


The public has intended to [consume 


Ma-X , , , , X 
— p — and to lack p, 


but it has in fact consumed -^~p— 


M . 

'M-X' 


haa experienced Automatic Sjdashing, 
X M„ 


Ma-X{ M 


or 


Ma-X ,, , , ,x/, ih-X\ X 

' M- X’ PV ~ ~M~-X ) P • 


1 


M-X 
Ml, 

M-X 


Entrepreneurs have experienced Automatic Splashing p . 

Thus the whole of the Saving of the public has gone to waste in 
the form of increased consumption either by itself or other iieoplo. 

If on day 2 entrepreneurs spend their previous day’s income 
Mb — Xy they are, in accordance with our definitions, neither 
saving nor dissaving,^ n(dther hoarding nor dishoarding. If the 
public again saves and hoards X, we have Siy -- Ma — X 
+ J/ft — X = Jf — 2Xy and the price-level continues to fall. The 


.iMa-X Ma-X. . 4 .1 

excess of — „ — over — „ — is consuin])tion accruing to the 

-^2 ^ 1 

public through Automatic Dislacking, the excess of -- 

^ 1 

over — is consumption accruing to them through the fact 


that, in Professor Pigou’s words, past contracts have been 
doctored in their favour. The former type of benefit is enjoyed 
in common with entrepreneurs, the latter type is enjoyed at 
their expense. 

It will be seen that the cause and extent of tlie fall in the 
price level on any day can be defined alt(irnativ(dy in terms of 
the Hoarding done on that day, or in terms of the excess of 
Saving over Investment on that day, — Investment remaining 
zero throughout. 

§ 5. What happens if the monetary authority sets out to 
counteract the economy campaign by a daily injection of new 
money of amount X into tho system ? The answer varies 
according to whlat supposition we make about the method of 
injection : to fit our simplified world in which Investment is 
normally nil, it will bo most convenient to suppose that the new 


^ In Mr. Koynos’ toniiiriology, they are saving. 
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money is issued through the hands of a body of dole-drawers, 
whose expenditure on any day, since they are innocent of the 
eaiming of income, must be accounted Dissaving. If the injection 
begins on day 1, we have Pi=P, Mu=Mb. The 

Hoarding of the public has been successfully offset by the creation 
of now money : or (if wo prefer) the Saving of the public has been 
offset by the Dissaving of the dole-drawers. This procedure 
can be repeated day after day as long as the economy campaign 
lasts: though it is open to the prima facie objection that it 
involves a misuse of the public’s savings.^ 

If the authority delays the injection of X new money till day 

n, it will on that day prevent the price-level falling from 

n M — {n — l)X , „ — nX - ... 

Jr . -jg - to F . — , — it will not, of course, raise it 

to P. In other words, it will cancel with Automatic; Stinting the 
Automatic Dislacldng that would otherwise have been experienced, 
but will not effect any rc-doctoring of past contracts. If it wishes 
to effect the latter, it must inject more than X per day, thus 
inflicting Automatic Laeldng on all parties. 

§ G. We may turn now to a somewhat different case, to wliicli 
Mr. Keynes has invited particular attention. In this case 
entrepreneurs, instead of reducing their expenditure to match 
the rediu^tion in their disposable income, maintain it at its old 
level, having put themselves in a position to do so by selling 
securities to the ])ublic, whose Saving takes from the start the 
form of purchasing these securities and not of adding to its 
money stock.^ In order to analyse this case, w^e must approach 
closer to real life by supposing that Saving and Investment are 
normally positive, part of the income received by the public on 
any day being used on the following day in the purchase of new 
instrumental goods.** Let P, T' and T'^ bo total output, output 
of consumption goods and output of instrumental goods 
respectively; P, P' and P" their price-levels; S, S' and S'' 

* Wo must poslpono to ti later stage the (piostion whothor this prima faoio 
objection is always justified. 

® Tho supposition that the distress sale of securities begins simultaneously 
with tho extra Saving of tho public sccm.s to mo somewhat uiiroalistic ; nover- 
tholoss, aiiico it is not inconsistent Avith our definition of a day, and since Mr. 
Koynos appears to attach importance to it (Kconomio Journal, Sei^t. 1931, 
p. 417), I have Ihougbt it best to retain it. 

• At tho cost of further complicating our algebra, wo could a])proach closer 
still to real life bj' assuming that part of tho Saving ami Investment is nonnally 
done by consumption ontreproncurs. Wo could also tako account of the fact 
that if Investment is normally positive, tho output of consumption goods is 
presumably continuously increasing and their price falling as a result of more 
efficient methods of production. 
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the expenditures upon them ; and Rb, Rb and Rb'' the incomes, 
Mb, Mb and Mb the money stocks, of the entrepreneurs who 
produce them. 


Then on day 1, 8^ =8' -X, P,' = P' . — /S," = S", 

P.'^P"; 8,^8-X, = M,a = Ma,Mi,' = 

Mb — X X ~ Mh\ Mu = Mb"- As in the previous case, 
entrepreneurs neither save nor dissave, and the fall in P may 
be attributed to the excess of the Saving of the public 
(S" + X) over Investment {8"). But the sale of securities by 
consumption entrepreneurs indicates that they realise that their 
income received on day 1, and at disposal on day 2, will only bo 
Mb — X ; their action, therefore, in insuring, by the sale of 
securities, that their money stock at the beginning of day 2 shall 


Mb' 


Mb'\ 


be 31 b constitutes Hoarding (iov t ~ ^ greater than ^^7 

Thus the fall in P may equally bo ascribed to the Hoarding of 
consumption entrepreneurs. There is, I think, no paradox 
about this way of looking at the matter. For if consumption 
entrepreneurs had not sold securities, while the ])ub]ic had re- 
mained unwilling to let its extra Saving take the form of Hoard- 
ing, the latter would have had to devote the extra sum saved X 
to the purchase of new instrumental goods, thus increasing the 
incomes of some entrepreneurs as mueli as it diminishes those of 
otliers, and causing the price-level of output as a whole to remain 
unchanged. It is the Hoarding by consumption entrepreneurs 
which prevents this result from occurring. 

Thanks to theii Hoarding on day 1 , consumption entrepren- 
eurs are enabled on day 2 to repeat their old expenditure Mb' \ 
in so doing they arc now dissaving, since their expenditure Mb 
exceeds their disposable income Mb — X. But in again selling 
securities worth X to the public on day 2 they are no longer 
hoarding, since their action is not calculated to raise the pro- 


Mb' 


portion of money stock to disposable income above 


only to keep it at that level. Hence, since there is no Hoarding, 
or (if we prefer) since the Dissaving of entrepreneurs cancels the 
Saving of the public so that total Saving — 8" = Investment, 
there is no further moveijicnt of any of the price-levels 
{&V --.SV -X; 8 ^" ^ 8 "). 

§ 7. In real life there are, of course, intermediaries in the form 
of an organised stock market between the public and the entre- 



1933] 


SAVING AND HOABDING 


405 


preneurs who make new instrumental goods. So also are there 
intermediaries in the form of merchants, etc. between the public 
and the entrepreneurs who make new consumption goods; and 
it seems reasonable in a first approximation to abstract from both. 
But it will perhaps be well, at the cost of temporary departure 
from our simplified hyi)othesis about the length of the day, 
to digress here to examine the situation which arises if the chain 
of intermediaries is longer in the one case than in the other. 
Suppose that if at the outset I am spending £10 on consumable 
goods on any day I hand it direct to an entrepreneur, while if 
I am saving — ^but not hoarding — £10 I hand it to a dealer in 
securities (C), who on the same day is lianding £10 in exchange 
for a new issue to a company promoter or local authority (D), 
who on the same day is handing £10 to Jt purveyor of instrumental 
goods (E). This picture, though still, of course, highly simplified, 
seems to represent fairly the essential facts of a capital market 
in equilibrium.^ 

If now on day 1 I save more without hoarding, i.e. if I switch 
over £5 from the purchase of consumption goods to the purchase 
of securities, and if there arc no distress sales of securities by 
entrepreneurs, while C and 1) make the same disbursements as 
on the previous day, the price of consumption goods falls and the 
price of instruinental goods fails to rise. What has happened ? 
Either C has sold me tlic usual volume of securities at an enhanced 
price, or he has drawn uj)on a reserve pool of securities to meet 
my demands,- -probably the two happenings have been combined, 
the latter preponderating. In the former case the price of a 
certain service, wliich ought to enter into an index -number of 
output, has gone up.- In the latter case C lias hoarded, for by 
selling for money an asset other than money he has taken steps 
to increase the ])roporlion of his money stock to his disposable 
income. 

If, by a further departure from our sinqdificd hypothesis about 

* It. involvoa, of course, tho assumption tliat (ho averago niunber of times 
which money is exchanged against output is less tliaii once per day. Tho money 
stocks of 0 and D must bo at least equal to their claily turnovery not their daily 
incotm. 

* This seems to bo tlio natural way of looking at tho matter (and in con- 
sonance with British income-tax practice), so long as tho rise in price is confined 
to the batch of securities which f buy from C. But if wo must assume that 
through the sympathy of an organised market it is instantaneously transmitted 
to tho securities which C buys, so that for his usual expendituro ho can buy 
fewer of them, then in this case, as in tho other, ho must bo regarded as hoarding. 
For ho has siibstitutod a certain amount of money for a certain volume of 
securities among his assets, and raised tho proportion of his money stock to his 
money incomo. 
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the length of the day, wo assume that C has a reserve of money 
in excess of his daily turnover, there arises the possibility that C 
should on day 1 preserve his pool of securities from depletion by 
buying more now issues from D. This action will doubtless 
occasion some rise in the price of a particular type of output — 
the services of D ; but for the most part it will involve Hoarding 
by D, who under the impact of C’s demand creates new securities, 
the sale of which increases the proportion of his money stock to 
his disposable income. Finally, if D also has a reserve of money, 
and concurrently with the creation and sale of new securities 
increases his expenditure on E’s products by a like amount, there 
is no Hoarding at all, and no fall at all in the price of output as 
a whole. 

Thus in all eases such fall in the price of total output as 
occurs is seen to be attributable to Hoarding by someone^ — cither 
the public, or the enirei)rcneurs of consumable goods, or the 
dealers in securities, or those who handle the proceeds of new 
issues.^ 

§ 8. What happens if, in the case set out in § G, the monetary 
authority undertakes counter-action along the lines explained in 
§ 5, i.e. by injecting new money X through the hands of a body 
of dole-drawers ? If it takes immediate action, we have 
8i — /Sj" -- 8\ and the price-levels do not move; My/ = 
Mb + X, What happens on day 2 ? If entrepreneurs have 
reason to exj^cct a repetition both of the economy campaign 
and of the (jounter-action — i,e. if, not distinguishing between a 
dole-drawer and a member of the public, they expect to receive 
the same income on day 2 as on day 1 and day 0— they have no 
need to sell securities in order to maintain tlicir expenditure at 
Mb. Hence, if appropriate arrangements can bo made, the 
extra savings of the public ])ecome available for financing the 
counter-action of the authority. If consumption entrepreneurs 
neither save nor dissave, i.e. if they spend on consumption their 
disposable (which is also their anticipated) income Mb, we shall 
have 82 — 8 ', 8 / -= 8 ", and again no movement in the price- 
levels. This situation can be repeated day after day : though it 
is open to the prima facie objection that it involves a misuse of 
the public’s savings and i)rosumably a burden on the public 
finances for interest payments.^ 

It does not seem, however, that we can assume that con- 

^ Hotirrling by this last class soeins to havo assiimod groat prorninenco during 
the later phases of the groat American “ boom ” which broke in 1920. 

^ See X). 403, n. 1. ^ 
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sumption entrepreneurs will acquiesce permanently in their 
money stock bearing an enhanced proportion to their disposable 
income.^ For their object in taking steps to increase that pro- 
portion on day 1 was to put them in a position to maintain their 
old expenditure 3Ih\ The authority’s action having removed 
the difficulty in the way of their doing this, it seems natural to 
suppose that on some day n (which may even be day 2) they will 
either (i) dishoard and dissave, thus raising Sn to S' + X and 
S' -4- X 

Pn to — ^ 7 — . P' ; or (ii) dishoard without dissaving, thus 
swinging a sum X into the capital market and raising Sn" to 
8" + X and Pn" to . P".* 

If it wishes to avert this situation, the authority must not 
only refrain from creating additional money on every day except 
day 1, but must be ready to destroy on day n the money created 
on day 1, — presumably in case (i) by intercepting and destroying 
the extra money saved by the public instead of arranging for its 
expenditure through the hands of dole-drawers, and in case (ii) 
by selling securities out of a reserve pool to consumption entre- 
preneurs. We shall then have Sn — S', Sn" — S", Mub = Mb\ 
and full equilibrium for the moment restored. On the following 
day, if the economy campaign continues, the creation of new 
money is again called for. Thus the neutralisation by such 
means of a 2 )crfectly steady economy campaign of the character 
nov) under discusi^ion would seem to call for a great flexibility of 
monetary i^olicy between the three courses of money-creation, 
money-canalisation and money-destruction. 

9. Wliat happens if tlie authority, l)cing concerned to main- 
tain the stability not of P' but of P, countcracts^on day 1 not in 
the way hitherto supposed, but by increasing Investment ? In 

this case we get S^ — S' — X, 

Pf' - . P " ; - X, Mv/ ^ . Ml," + X. 

What happens on day 2 dcj^ends on the action of instrumental 
entrepreneurs, whicli cannot be predicted from our data ; but 
unless they are smitten ivith a desire to hoard, they will disburse 
the accession X to their disi)osable income either (i) on con- 
sumidion goods or (ii) in the ca|)ital market. 

1 It is to Mr. JMaurico Alien of Balliol Collogo that I niu indebted for recog- 
nition of this point and its conse({ueiicos. 

* Alternatively, the authority may tlivort this X into additional oxponditnro 
by dolo-drawcrs, with results on Sn and P„' similar to those reacdiod iindcAr (i). 
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(i) In this case we get 8^ = 8\ P2 = P'. Consumption 
entrepreneurs can count on an income Mb and therefore 
have no motive to sell securities : the savings of the public 
thus become available for maintaining 82" at /S'" + Z and 

P2 — • Pi thus raising P2 to — ^ — . P, If the 

authority wishes to avert this, it can do so only by destroying 
money, e,g, by selling to the public securities worth X out of a 
pool.^ The events of days 1 and 2 can then repeat themselves in 
an endless cycle. 

(ii) In this case we get 82 — /S' ■— Z, Pg' = ^ ^ . P. 

Consumption entrepreneurs are constrained to repeat their 
sales of securities to the public,^ absorbing its extra savings. 
/Sg" = 8" + Z, — the Z coming in this case from the instrumental 

aS^' -f- Z 

entrepreneurs themselves — and Pg ' — • P'"- pre- 

serve the stability of P the authority need not reverse, but must 
not repeat, its counter-action. This situation can repeat itself 
day after day. 

The slight difference between the results of case (i) and 
case (ii) turns upon the fact that in the latter the motive of con- 
sumption entrepreneurs for keeping an enhanced proportion of 
money stock to disiiosablo income remains throughout unim- 
paired, while in the former it does not. In tliis respect the case 
discussed in § 8 resembles case (i). But in all cases it will be seen 
that if secondary Hoarding of this type is the only kind of Hoard- 
ing at work, the total net counter-creation of money required, even 
in the face of a long-drawn-out economy campaign, is at most 
very small. To represent such distress sales of securities as a 
major cause of disturbance and of the need for counter-creation 
of money seems to be misleading. 'Fheir effect in this direction 
is negligible compared with that of primary Hoarding by entre- 

^ Tho action of instrumental ontrepronours in spending their disposable 
income Mt" + X constitutes neither Saving nor Dissaving, neither Hoarding 
nor Dishoarding. Tho action of consiunption entrepreneurs in spending JVf*', 
while their disposable income is Afj' — X, constitutes Dissaving and also Dis- 
hoarding (since its effect is to decrease their proportion of money stock to dis- 

posable income from to Tho public’s extra Saving, unless 

M.\, — A iKtft 

absorbed by the authority, equals its extra Investment. Thus unless tho 
authority deflates, there is an excess of Investment over Saving, or (in tho 
alternative language) an uncomponsatod act of Dishoarding. 

® Thus dissaving, but neither hoarding nor dishoarding (sco sub jin.). 
I’heir Dissaving cancels tho extra Saving <if tho public, while tho extra Saving 
and Investment by instrumental ontropronoiirs equal one another. 
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preneurs or public, i.e. a refusal to spend disposable income either 
on consumption goods or on instrumental goods or securities. 

§ 10. In real life, the length of the average period of circula- 
tion of money against output is considerably greater than that 
which we can, with any show of plausibility, attribute to the 
“ day ** as defined in § 1. If we conceive of this period as con- 
sisting of K days, and define T as the output not during a day but 
during a circulation period, we can rewrite the equations of the 

T 

second paragraph of § 4 as follows : — S ~ R = . P, Sa ^ Ra, 

Sb ™ Rbi Ma = KBai Mb “ KRh^ 

For the sake of variety we may analyse the consequences of 
this complication in connection not (as would be easy) with an 
“ economy campaign,” but with the issue of new money by the 
banking system to draw a new batch of workpeople into employ- 
ment €*ind build up a new increment of working capital, — ^thatis, 
of goods in pro(;css of production. The new money may most 
conveniently be regarded as being spent on consumption goods, 
by the new workpeople, on the day of its creation, their own out- 
put not being of a typo which is available for consinnj)tion and 
not entering, therefore, into the stream designated by T, If the 


banking system creates in this way ^ units of money per day, 

A 


, „ M-\-X j, M hX 

wo have, therefore, Ni — ~ — iji 


M + X 
” i/ • 


In contrast, therefore, to the case analysed in § 4, entre- 
preneurs’ money stock, instead of continuing to bear the old 
proj3ortion to their disposable income, has come to fall short of 

X 

K times that income by an amount V(/v — 1). There is, there- 

A 


fore, some prima facie ciase for supposing that they will perform 
Hoarding and I^acking with a view to restoring the proportion to 
its old level; and tlicre is a certain sim])licity, if no more, in 
sii 2 )posiiig that they w'ill aim at spreading this process over the 
remaining {K — 1) days of the circulation period, thus saving 


X 


per day, i.e. spending 


K 


per day instead of their disposable 


income 


Mb + X 
K" 


'.rhus on any day, w^liere n is less than K, 


^ Assiiiiiing K to bo (ho saino for both classos of the comiminity. 

Af A/ 

method can be extended to the case (presumably actual) in which ^ ^ ® -j- 


The 

Mi 

Ki- 



410 THE ECONOMIC JOURNAL [SEPT. 

we get 8n = — ^ = a9i, Pn == Pi. At the end oi K days in 

all, MKb = Mb + X - - KRKby and the motive for further Hoard- 

• j* rill cf AT -f- 2X M “f“ 2iX 

mg disappears, llius Sk^i --- — ~ — , Pa + i = — ^ — . P, 

and the process begins anew. 

In the “ standard ” case here analysed, the effect of this com- 
plication may be expressed by saying that the creation of new 
money tends to raise the average velocity of circulation of all 
money, this tendency being counteracted on days 2 to K of each 
circulation period by the Hoarding of entrepreneurs. Or, again, 
it may be expressed by saying that each piece of new money 
exercises an influence on tho price-level on the day of its birth, 
and thereafter recurrently at the end of each K days.^ 

It is convenient to have a separate pigeon-hole in the mind 
for Saving which, w'hile perfectly voluntary, is undertaken not, 
as it were, out of the blue, but in order to restore a projiortion of 
money stock to disposable income which has been disturbed by 
an alteration in the rate of expenditure by other people (including 
the monetary authority). Such Saving (which is, of course, also 
Hoarding) and the Lacking which it entails may be called Induced, 
to distinguish them both from the spontaneous Saving and 
Lacking which arc performed without any such provocation, and 
from the Automatic Lacking wdiich is performed involuntarily. 
While there is no ])articular reason to think that tho “ standard ” 
case analysed above is more likely than any other, there docs 
seem to be reason to think that Induced Saving and Dissaving 
are often of importance in retarding the movements of ]>riccs and 
incomes, generated by autonomous variations in the supj)ly of 
money, or in its velocity of circulation against output. 

§ 11. Definitions are, of course, a matter of taste and con- 
venience, and must bo judged by their fruits; but at the risk of 
seeming to indulge in barren controversy 1 may x)erhaps bo 
6xcused for saying a little in defence of the apparatus here em- 
ployed. The definition of »Saving corres]joiids, I think, much 
more closely to tho usage of ordinary life and is much less likely 
to cause confusion than the paradoxical definition employed by 
Air. Keynes, according to wdiich entrepreneurs are Saving if they 
contract their consumption to match a contraction in tire income 
which they have received, and dissaving if'they expand their con- 
sumption to match an expansion in the income which they have 
received. Nor is it touched by the argument which Mr. Keynes ^ 

^ Of. Pigou, Thrxyry of Unemployment,}}, 200j| 

® Economic Journal, 1931, p. 422. 
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and Mr. Kahn have advanced in support of their termin- 
ology, namely, that with a “ simple-minded ” ^ dofinition of 
Saving, Saving and Investment are necessarily equal. For, 
so runs the argument, the former is (to the simple-minded) 
the excess of total income over income spent on consumption 
goods, while the latter is the excess of total income over 
income received from the sale of consumption goods. Now 
the money spent on consumption goods must necessarily equal 
the money received from their sale; hence the excess of total 
income over the one must necessarily equal the excess of total 
income over the other. But it is clear that this disconcerting 
result only follows if wo insist on identifying the income received 
in any small slice of time with the income wliose expenditure 
or minus certain other items) generates the income received in 
this small slice of lime, thus averting our eyes from what common 
sense })roclaims (even to the simple-minded) to be tlic essence 
of the whole matter ; namely, the power possessed by the public 
and by the monetary authority to alter tlic rates of income flow, 
- -the former by putting money into and out of store, tlii^ latter 
by putting it into and out of existence. On my definition, Saving 
and Investment are necessarily equal, and it is on the difference 
between them that the movement of the price-level (not, as in Mr. 
Keynes’ scheme, tlic state of the price-level as compared with 
some normal state) depends. 

§ 12. It is, I think, a defect of Mr. Keynes’ scheme that it 
fuses together two distinct typos of burden inflicted on the public 
by an inflation of bank credit in the interests of capital-forma- 
tion. These are, on the one hand, the Automatic Lacking 
imposed tlnough the expenditure of ncwly-creatcd money by 
new w'orlqjcople, etc. brought into emplo\’nient to build up 
additional working capital ; on the other, the diminution of con- 
sumption which results from the distortion of contracts occasioned 
by a rise in prices which has already occurred, -a diminution 
which renders possible increased Saying and Investment by 
the entrepreneurs in whoso favour contracts have been distorted. 
The former burden stops when the inflation stops : the latter 
does nottt The former would bo a feature of inilation in a com- 
munity which consisted entirely of small independent farmers, 
craftsmen and dealers : tlie latter would not. 

Professor Hayek’s very interesting historical study - con- 
firms me in the impression that it is the former type of burden 

^ Hie wOTcl is i\lr. Kahn’s, Economic Jo\ unal, 11)32, p. 492. 

* Quarterly Journal of JCconomicn, Nov. 1932, pp. 123 ff. — from which tho 
following quotations aro reproduced. 
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which has been principally in the minds of most of those writers 
who have called attention, under one name or another, to the 
phenomenon of “ Forced Frugality.” “ The additional bank- 
notes,” writes Mill, “are, in the ordinary course, first issued to 
producers or dealers; and though the stock of commodities in 
the country is no greater than before, yet a greater share 
of that stock now cpmes by purchase into the hands of producers 
and dealers.” “ L’emission de billets de banquo pour une 
certaine sommo,” says Walras, “ amcne, pendant toute la periodo 
d’^mission, une hausse du prix des produits consistant en rovenus 
consumables et capitaux neufs qui se mesure approximativement 
par le rapport du montant de remission au montant du revenu 
social anterieur. Ce phenomene est transitoiro : une fois 
remission terminee, la hausse en question disparait.” Wicksell, 
in Prof. Hayek’s words, ^ taught that “ the rise in the price-level 
... is in the first instance brought about by the entrepreneurs 
spending on production the increased amount of money lent by 
the banks. TJiis process . . . involves what Wicksell now for 
the first time called enforced or compulsory saving.” 

Bentham’s exposition is somewhat confused : for while it is 
only the first spending of the new money which is regarded as 
contributing to the formation of now capital, attention is also 
drawn to the co7itinuing burden suffered by “fixed incomists ” 
as a result of the rise in prices.^ In Professor llayck’s own 
treatment both elements seem to bo present, but not very clearly 
distinguished : thus, while it is the newly-oreatod money which 
is pictured as inaugurating the regime of “ forced saving,” it is on 
the- encroachment of wages on re-investable profits that chief 
emphasis is laid as the factor which brings it to an end.® In 
Professor Mists* analysis the two elements are, I think, dis- 
tinguished, but the term “ erzwungeno Sparen ” is confined, 
rather unexpectedly, to the second : the thing so named consists 
entirely of money saved and invested by entrepreneurs as 
a result of the expansion of their incomes, and is conceived of 
(also rather unexpectedly) as contributing, so far as it goes, 
to a fall in the “natural** rate of interest.^ Until there is a 
greater measure of agreement as to what “ Forced Saving ** really 

^ Prices and Productionf p. 21. 1 cannot boliov'o that any of those writers 

would have endorsed Mr. Hawtrey’s opinion that “ for piaietical purposes the 
ideas of Automatic Stinting and Automatic Lacking are completely nugatory ” 
(ICcoNOMio Journal, 192(3, p. 431). 

“ llayok, Q.J.E.f loc. cit., p. 125. 

* Prices and Production, esp. pp. 52-3. Cf. Haborjor in Oold and Monetary 

Stabilisation, pp. (34-5. " ' , 

* Qeldwertstdbilisierung und Konjunkturpolitik, pp. 45, 49. 
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coHsists in, I do not feel able to abandon my own inelegant 
terminology ! 

The relevance of these distinctions to the analysis of the trade 
cycle will appear, I hope, in the sequel. But it may bo suggested 
at once that a rise in the rate of interest which renders unprofitable 
those extensions of capital equipment which have been paid for 
out of bank loans falling duo for renewal,^ will not necessarily 
have that effect on those extensions which have been paid for out 
of windfall profits. 

§ 13. The step-by-step method of analysis involved in my 
definitions has been criticised somewhat contemptuously by JVIr. 
Hawtrey in the words, ‘‘ These assumi)tions serve well enough 
for an exorcise in the integral calculus, but seem too remote from 
practical facts to deserve discussion.” ^ i am not able to see 
whether, in more skilful hands, the whole matter could be treated 
in terms of the calculus, or whether (as I am inclined to suspect) 
discontinuity is of the essence of the story. Nor do I see how to 
apply simple algebraic equations to this matter of a changing 
income-flow, otherwise, so to speak, than microscopically; Mr. 
Keynes’ attempt to apply them macroscopically over periods 
which an) not internally homogeneous seems to mo, for the 
reasons which I have given, to bo unsatisfactory. 

Li Mr. Hawtrey’s own treatment, if consumers dishoard, 
“ consumers’ outlay ” for a period exceeds “ consumers’ income ” 
during the same period, since the additional sums received by 
entrepreneurs are (somewhat arbitrarily) excluded from the con- 
cept of income till they are “ drawn out ” of the business by 
its owuiers.^ If all goods and services were sold direct by one 
consumer to another, consumers’ income and consumers’ outlay 
could not bo different in magnitude and it wnuld then perhaps 
bo more evident to Mr. Haw trey than it seems to bo at present 
that his own treatment involves implicitly the very concept 
which I have tried to make explicit, — namely, the successive 
existence of a short number of slices of time during each of which the 
money w'hich appears as income for A cannot also appear as 
outlay by A (and therefore income for B).^ 

D. H. Robertson 

' Prices and Production^ p. 55, top. ^ Economic Journal, 1920, p. 429. 

® The Art of Central IJankIng, p. 93. * Ibid.^ p. 96. 

® Even as it is, Mr. Hnwtroy seems to make use of such an interval. “ In 
practice wo may suppose that when tho release of cash [by trailers] first begins 
there is a v(tfy short interval when [tho increment of consumers’ outlay] == 0. 
That is to say, people liav» spent nothing out of their increased incomes ” {ibid,, 
p. 114). 



CO-OPERATORS AND THE STATE 

Like trade unionism and the friendly society movement and 
socialism, tlie co-operative movement is closely related in time 
and genesis to the Industrial Revolution. In Great Britain, 
the mother country of industrialism, it lu st took root ; and there 
it assumed the only form compatible with d^mamic expression 
in a nation of industrial wage-earners — consumers’ co-operation. 
Dispossessed as individuals of effective access to the instruments 
of production and distribution, the wage-earners could only 
re-establish contact b}^ action as a group. And if the group was 
to hold its own against large capitalistic enterprise, it had to be 
by some device which admitted of federal expansion; and this 
meant starting with distribution and working back to other 
activities. Considered as a social pJienomenon, it was an expres- 
sion of self-lu‘lp by voluntary association in the economic field. 

It is broadly true to say that on the mechanical and business 
side agriculture did not pass through the erpiivalent of the Indus- 
trial Revolution until the end of the nineteenth century. On the 
business side, the revolution developed first in Denmark : on 
the mechanical side, it went forward at a prodigious rate in 
Canada and the United States in the decade 1020 ,‘10. In both 
cases the most significant social fruit was a great co-02)erativc 
movement of agricultural producers. Viewed in the large, from 
1820 to iy.‘l.‘l, co-o])eration at home and abroad — among industrial 
consumers and agricultural producers respectively — is the really 
of economic dc‘mocra(?3', constructi\(i side, to the evolution 

of modern ca2)italism. 

In the 1820’s, w hen co-0|)c‘ration w^as coming to birth in Great 
Britain, individualism was at its height ; and the first co-operation, 
like the first socialism (which in fact w as a co-operativT socialism), 
reflected this. Co-operation w^as a i)rotest agaiost the excesses 
of individualism in terms of something not far removed from 
individualism — ^namely, the voluntary grouj). The first co- 
operators desired the intervention of the State not at all — ^neither 
as a means nor as an cud. Their means was self-help through 
association : their end was the new state of society, advocated 
by Itobert Owcai, the great social free-lance of his day, and having 
its roots in a community experiment on the' land. The Owenite 
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ideal so blinded the eyes of his disciples that they did 
not realise for a time whither their efforts were taking them. 
Would it be to the service of mutual employment through 
co-operative production; or would it bo to the service of 
mutual supj)ly through co-ox)crative distribution of the neces- 
saries of life ? i'or a time it was both : then patrons jumped 
in, to advertise co-operative production as a solvent of 
class conflict, without sufficient regard for its objective possi- 
bilities. But by 1890, at any rate, it was clear that the main 
field of co-operation in this country must be consumers’ co-opera- 
tion ; and that co-operation among working-men producers, 
whilst truly and nobly co-oi)crative, had no dynamic future 
except in relation to the consumers’ movement. Objective 
conditions determined this. For, in an ago of machine power, 
small groups of workers could rarely be efficient producers ; but 
small groups of consumers, paradoxical as it may seem, could. 
For, without any departure from their original purpose of self- 
help through association in the service of supply, they could grow 
backwards into large-scale production. 

Recent tax controversy has brought into prominence the term 
mutuality, a term which has played little part in the history of 
the movement, us written by co-operators themselves or by 
writers friendly to the movement. I am, no doubt, in a minority 
here, but I greatly wish that co-operators still used, as in the 
past they certainly used, the term profit; and sx)okc boldly of 
co-operative profit versus capitalistic profit. For mutuality is a 
notion which may be twisted to the detriment of the co-operative 
movement. It suggests a small group dealing with itself w ithout 
offence to anyone else, and earmarking its advantages to the 
individual account of members of that grouj^. It at once invites 
the criticism that the co-operative movement, as it grows, and 
because it adopts machinery consonant with that grow th, thereby 
loses its co-operative essence. It invites the sort of criticism that 
was made against the commodity marketing organised by 
Canadian and Anuu’ican farmers. Co-operative marketing of 
fruit or wdieat succeeds only on a big regional scale. But because 
farmers W'cre alive to this and tried to embrace in their organ- 
isation a majority of tlie growers in their region, they were 
accused of being unco-()j)erative, of being a combine, of trying to 
fix prices. Sir Josiah Stamp has the honour of providing argu- 
ments detrimental to co-operation in tw'o hemispheres. His 
Report on Trading in Grain Futures (Ottaw'a 1931) w’^as an able 
brief for the grain trade, in the cloak of abstract theory. His 
No. 171. — VOL. xLirr. fp 
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opinion on mutuality in the Royal Commission on Income Tax 
(1920) was quoted by the Chancellor of the Exchequer in the 
debate of May 22, 1933 : 

“ The ‘ mutuality ’ nexus between the individuaFs 
position as part owner of a business and his position as a 
purchaser is so slight and remote, and of so little significance 
as a practical factor, that it can be disregarded for taxation 
purposes in favour of a completely objective view of the 
business as a whole.” 

A local group, dealing only with its members as regards sales, 
might well be formally perfect, as a mutuality; and yet at the 
same time totally unco-operative in spirit. For (1) it might 
make profit out of its employees by ])aying them an unfair wage, 
(2) it might adopt an attitude of exclusiveness to its less fortunate 
neighbours. Such a mutuality would be a social farce : and 
from the outset the co-operative movement has set its face against 
such devclopmtuits. In the early days, when its employees were 
few, it shared profits with them ; and spoke of its action as profit- 
sharing. When the growth of the movtunent made this form of 
profit-sharing inadequate, it encouraged its CTni)loyecs to become 
trade unionists ; and it oilers to-day conditions of work, recreation 
and retirement which more than offset the early profit-sharing, 
l^he danger now is rather that short-sighted trade unions or 
politicians will try to hold the co-opera tiv(i societies and their 
Wholesales to wage-rates wdiieh arc In’gher than those which are 
accepted from non-co-o])erativc factories and sho]}s. Further- 
more, the movement keeps its membership unrestricted. 4'his 
fundamental condition, when cou])led wdtli the provision that all 
sui’plus, above a limited interest on share capital, is held as a 
reserve for the common good or divided among members in 
proportion to purchases, has democratised the movement for 
all time. 

Co-operators prefer the wwd surplus to ju-ofit; and hence- 
forth I shall employ it. But I resist the notion that the surplus, 
when distributed in proi)ortion to purchases, is nothing more 
than the return of an over-charge. It is surplus earned by the 
co-ojXTative method of trading. The New World is strewn with 
the failures of co-operative stores run on the “ cost plus ” method 
(i.c. the method of rc-sclling at the wholesale rate with only a 
small addition for out-of-pocket expenses). They force prices 
down for a moment, but, lacking adequate resources, they are 
overthrown by the little set-backs which confront nearly every 
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society at the outset. They have no fighting reserve. When 
the Rochdale Pioneers decided to sell for cash at market price, 
they avoided this temptation. They made it clear that they 
were more than price-cutters. By selling for cash, they were 
able to buy wholesale for cash. By selling at market price, they 
realised a surplus which gave concrete form to the fruits of their 
co-operative effort. They showed in tangible form the results 
of loyalty to the store, 'i'hcy created a novel ty]^e of reproductive 
thrift. By the act of spending, the memlxus providcxl themselves 
with the wherewithal to save. They almost performed the 
miracle of eating their cake and having it. It was a social inven- 
tion, as significant as the steam engine, to the evolution of 
economic society. 

Before the present year, 1933, the courts gave formal recog- 
nition to the distinctive clement in co-operative surplus by a 
variety of argiimeiils in which the reference to mutuality w^as 
always important. In defending the cause of mutuality to-day, 
co-operators are holding to the line of thought which the courts 
developed for their protection. It was held that a mutual body 
cannot make ])rofit out of itself ; that the dividend on purchases 
is of tlic nature of an over-charge or of a trade discount. 'The 
Industrial and Provident Societies Act, und(‘r which co-operativo 
societies are registered, does not com})el co-ojx^rative societies to 
X)ay a dividend on purchases. But it exempts the dividend on 
})urchases from assessment to Income Tax undta* Schedule 1) in 
view of the distinctive nature of co-ojx'rative surplus, and it 
j)uts a bar to fraudulent apiaopriation of tlic co-operative form 
by i)roviding that the society forfeits exemption if it sells to non- 
members and at the same time restricts the number of its shares 
by rule or i)ractice (Industrial and Provident Societies Act of 
1893, § 24). Now all co-operative societies sell to non-members; 
and very often those who begin by dealing as noii-members are 
stimulated by their contact with the store to become members. 
But in the aggregate the amount of non-member trade is trifling. 
The estimate of the Board of Inland Revenue in 1918 was “ some- 
thing less than 2 per cent, of the total ” (Report of the Royal 
Commission on Income Tax, § 547). JManagers of the larger 
co-operative sockdies, where non-member trade is greater than 
in small societies, put it in the neighbourhood of 1 per cent, 
to-day. The reason is obvious. Only a trifling payment is 
required to obtain membership; and tliere are few w4io are so 
foolish as to lose half or all their purchase dividend by abstaining 
from membership. 

fp2 
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As to restriction : no co-operative societies restrict their 
membership. What they restrict is the amount of share capital 
which one member may possess (legal limit £200), and the 
interest on this capital (traditional limit 5 per cent, and now 
frequently per cent.). From this important consequences 
follow : — 

( 1 ) Given good management and service, increased membership 
means not a share-holding scramble for a limited profit divisible 
in proportion to capital ownership, but participation in a social 
surplus which grows in proportion to the loyalty of members to 
their store. 

(2) There is, and can bo, no speculation in the shares of a 
co-operative society. Virtually, all the share capital is with- 
drawable at par (provided, of course, that the society is solvent). 
Where it is not so withdrawable, easy transfer is arranged to a 
new member. The undistributed sur])lus, which in a company 
would increase the market value of the shares, belongs to an 
unrestricted membership. 

(8) The retail societies and their AVholcsalcs have been en- 
trusted with the surplus of their members (which are individuals 
and retail societies rcs]>ectively) — at times in embarrassing 
abundance. The whole of the capital offered to retail societies 
by their members — within the legal limit — must l;e accepted; 
and they pass on to the Wholesales what they cannot employ 
locally. If a society were to limit its share ca])ital by limiting its 
members, it would forfeit income-tax excmiption hitherto enj()y(?d, 
unless at the same time its trade was confined strictly to its 
members. And such confinement would be in piinciple unco- 
operative as well as in practice inconvenient. For nothing is 
further from the co-operative ideal than the closed shop. The 
world over, true co-ojHuation opens its doors to all who are willing 
to observe the rules and assume the duties of membership. In 
the course of its growth to its present size, the co-operative move- 
ment acquired consid(‘rablc reserves. These I’eservcs are undis- 
tributed surplus ; and nothing but an analysis concocted for the 
express purpose of treating them differently can make them 
different in origin and kind from the distributed surplus, which 
tlie Government to-day is pleased to align with the trader’s 
discount. Their destination is fully co-ojjcrativc. They mcay be 
thought of as a trust fund for eheapening goods to all who may 
hereafter choose to become co-operators. It is the duty of the 
Wholesales to employ these surplus sums within the movement if 
th(‘y can safely do so. Hut they feel that they arc trustees for 
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funds which their members regard as savings. Nothing but a 
miracle of prudence and the brilliant leadership of J. T. W. 
Mitchell in the old days prevented the loss of this money in rash 
productive ventures. Even so, the losses were sometimes serious. 
But these the Wholesales wiped out as they occurred. One can 
well imagine the dismay of the authorities of the Wholesales 
to-day, when they find the Government insinuating that they are 
rich corporations far removed from their members, with a large 
taxable surplus tucked away somewhere. It is a direct invitation 
to societies to pay out in dividend more than prudence dictates. 

The place of co-operation in the legal framework is the out- 
come of a long evolution. It is not the way of England to make 
a legal cradle and then find a baby to fill it. The baby arrived, 
born in the pangs of social distress ; and the law found a cradle 
for it. In the early nineteenth century the law w^as suspicious 
of associations. It made trade unionism a conspiracy. It fell 
with spasmodic savagery upon the ritual of the friendly societies 
with a trade purpose. Of the co-operative society (once it had 
overcome its early dread of an Owenite community of property 
and wives) it had less fear. Its purpose, mutual aid by humble 
retailing, could be no threat to the most nervous Government. 
The law therefore placed the co-oj)crativc society under the wing 
of the Eriendly Society, by the “ frugal investment ” clause in 
the Friendly Societies Act of 1846. 'I'liis clause granted registra- 
tion to societies which enabled their members “ to purchase food, 
firing, clothes, or other necessaries, or the tools or implements of 
their trade or calling ” and thus to make frugal investments. 
In 1852 they received a legal j)ersonality as Industrial and Provi- 
dent Societies. In 1862, 1867, 1876, largely through the efforts 
of Christian Socialist lawyers, they secured the amending legis- 
lation that was necessary to their federal expansion. For those 
were the days wdien social policy was not dictated by grocers. 
The statesmen of that time recognised the contribution co-oi)era- 
tion was making to solving the “ condition of England ” problem. 
It did a vast work of education and social amelioration, without 
calling ujDon the State for one pemiy. Moreover, it was a potent 
ally in the enforcement of the law. In the 1830’s (and in some 
places much later) truck was definitely illegal and yet notoriously 
prevalent. The workers’ co-operative store was a superbly fitting 
retort to the master’s truck shop. And right down to the present 
day the co-operative movement has stood out as a rock of social 
stability and a pattern of oi)en trading in decent pure goods. 
Whereas the Governments of other lands have poured out millions 
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to establish co-operative societies in the more speculative fields 
of agricultural marketing and of credit, the Government of Great 
Britain has adopted the more economical form of waiting till the 
movement was strong enough to be subjected to differential 
taxation, on the evidence of a small committee of inquiry, ^ whose 
every sentence shows them to be ignorant of the history and 
significance of the movement. 

The position before the Finance Act of 1933 was as follows : — 

(a) As to inten^st on share and loan capital. Members are 
and always have been liable to income tax in respect of this, at 
their respective rates of liability. But the society does not deduct 
the tax at source. The historical n^ason for this is that under 
the means limit the recipients would have been in the vast majority 
of cases totally exempt. 

(/;) As to dividend on purchases. There was for a time some 
doubt as to whether this was taxable. But its immunity was 
secured by a House of Lords judgment of 1889 (tlie Styles case), 
which decided the point by ruling that in mutual trade no profit, 
and therefore no liability to income tax, arose. The decision 
was reached in reference to a mutual insurance company, the 
New York Life, in which the members and recipients of benefits 
were one, and it was extended by analogy to co-operative societies, 
where substantially there is identity between members and non- 
members. By the Finance Act of 1933 the whole principle of 
mutuality, under which hitherto the law and the law courts have 
distinguished co-operative trading from commercial trading, w^as 
jettisoned, and the dividend on pundiases was excmi)ted as a 
trade expense, in accordance with the inspired report of the 
Raeburn Committee. The Financial Secretary to the Treasury, 
replying for the (hjver?iment, said “ ‘ Divi * was to be exempt, 
not because it w^as mutual, but because it wms a. trade expense. 
There was no mutuality in ‘ divi ’ ; it was paid to non-members, 
as well as members ” (Times, June I, 1933). Because forsooth 
prospective members are sometimes allowed all or half the 
dividend on their purchases, therefore the remaining 98 per cent, 
of trade is not mutual trading ! 

(c) As to undistributed reserves, these arci the reserves on 
which the Raeburn Committee fixed its eyes. By taxing these, 
£ll million might be secured for the Exchequer. Already 
co-operative societies paid income tax under Schedules A and B 
in respect of the ownership of land and houses (and this at the 

^ Committee on tho Present Position of Co-oporativo iSocietios in relation to 
Income Tax. Chairman, W. N. Raeburn. 1933. 
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full rate irrespective of whether the proprietors have incomes 
large enough to be taxpayers) ; and now by taxing reserves not 
embodied in lands and buildings the Government expects to 
derive what it is pleased to call “ a small contribution of about a 
£1,000,000 a year ’’ {Times, June 1, 1933). The argument of the 
Raeburn Committee (which the Government has accepted through- 
out) is that the co-operative society is an “ entity ” separate from 
its members : the individual member having no claim to the 
undivided surplus in the possession of this legal entity. The 
co-operative societies, it is argued, became corporations by regis- 
tration under the Industrial and Provident Societies Act. 
Throughout, the Committee treats the co-operative societies as 
trading compani(.‘s, distinguished only by the device of a trade 
discount. 

As the Chancellor of the Exchequer explained, the undis- 
tributed income of an ordinary comj)any is taxed ; 

“ In the case of ordinary trading, when we are considering 
the assessment of Income Tax upon its undistributed income, 
we do not stoji to consider whether any part of that has been 
derived from transactions with its individual shareholders, 
although some part of it may well have been so derived. 
We do not stop to consider that. Income Tax is assessed 
upon undistiibuted income because that income is the 
l)roperty of this entity, the company itself (Hansard, 
May 22, 1933, p. 777). 

This point is im])ortant. The British income tax is in principle 
a tax on individuals : it is not a corporation tax. However, the 
comi)any as an entity is charged with the tax on its profits, and 
in this way it pays the tax at source on behalf of its shareholders. 
When these profits arc distributed, it recoiq^s the tax by deduction 
from the dividends ; so that in this way the dividend receivers 
pay the tax due from them as individuals. It is not double 
taxation ; and if the company distributed the whole of its profit, 
it would qua company pay no tax at all. 

But reserves are necessary to expansion; and the company 
must pay tax on these, whatever the status of its shareholders. 
Thus, if a company consisted of one thousand widows, each of 
them drawing £50 a year from the business and having no other 
source of income, then any amount which such a company put to 
reserve w’ould be taxable regardless of the fact that this sum, if 
distributed, would have entitled the recipients to the recovery of 
all the income tax levied on it. 
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The position of the co-operative societies hitherto has been 
that their allocations to reserve (except in so far as they have 
taken the form of lands and houses) have been treated not like 
the interest on their share capital on which tax is payable, but 
like the dividend on purchases on which tax is not payable. It 
is the undivided part of the surplus. Economically, it is of the 
same order as the divided part of the surplus ; and the Chancellor 
of the Exchequer can only put it in a separate class by totally 
neglecting the fundamental difference between shareholding in a 
company and membership in a co-operative society. The shares 
of a company arc limited. The shareholders arc entitled to pay 
bonus shares to themselves on which income tax and sur-tax are 
not payable by the shareholders; and the result of successful 
trading is not only to add to reserves (which additions mean extra 
tax), but also to add to the selling value of the shares (which 
increment of value is not taxable income). 

Contrast the position of a co-operative society. There is not, 
and there cannot be, any limitation of shares, any issue of bonus 
shares, any increase in the capital value of shares. The only 
sense in which the co-operative society is an independent entity is 
in respect of its independence of and immunity from individual 
speculative profit. Its reserves arc the common property of the 
membership, and have accrued in the fulfilment of their co-oper- 
ative mission. To tax these reserves is not to abolish a privilege, 
but to strike at the heart of co-operative mutuality. Therefore 
to bring the reserves under taxation, the Chancellor inserts in 
the Finance Act a long clause in seven parts, which is an unhappy 
piece of ad hoc legislation. Generically, the surplus distributed 
on purchases is identical with the surplus not so distributed. Ihit 
it has pleased the Government to suggest that the Wholesale 
Societies and their affiliations arc great corporations handling 
other people’s money in the way of trade to their own corporate 
advantage. This, of course, is mere illusion. When the Prime 
JVlinister explained to the House (Hansard, May 22, 19.33, p. 789), 
that he had only promised not to tax “ divi’s,” he was faithful to 
the letter only. For, unless the authorities of the co-operative 
movement are out to smash it, they must pass back the new tax 
to the societies, the societies must pass it back to their members ; 
and they can only pass it back in reduced dividend on purchases, 
for this is the only variable return in their business. 

The Chancellor of the Exchequer in his final reply made 
merry of this (Times, June 1, 1933) in language which, however 
true in a worldly view, mocks at the faith of co-operation : 
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“ As to the rank and file of the co-operative societies, he 
did not thinlc that they were going to be as disturbed as 
honourable members had suggested. They would not be 
able to find any difference after this tax was imposed from 
the position before. Their dividend would be the same, 
unless, as some honourable members had said, it were 
increased, and they certainly would not complain of that 
(Laughter). Did the ordinary rank and file member ever 
hear of the reserves ? Did he know what they were 1 He 
knew that they did not come to him. He was not going to 
get excited about the taxation of reserves. What he cared 
about was his ‘ divi.’ ” 

This being the situation of 1933, what should be the attitude 
of co-operators to it 1 Wisdom lies along four routes : — 

(1) Co-operative societies must help their Wholesales, and 
members must help their societies, to bear this unjust tax. If it 
is sought to evade it or minimise it by declaring higher dividends 
than heretofore, this will but play into the hands of the big traders, 
who were behind the hostile legislation. Rather than weaken the 
organs which arc the spear-head of the movement — ^tlic Whole- 
sales, the Co-operative Wholesale Society’s Bank, the Co-operative 
Insui’ance Society and the like — it would be well to suffer for a 
time a reduction of dividend. 

(2) Co-operators should use this attack, as co-operators have 
used trade boycotts and the like, to institute a campaign of further 
loyalty to the co-operative movement. If this is more than 
talk, it will mean an increased demand for the services of the 
Wholesales and their filials ; and this is yet another reason for no 
weakening of the central finances of the movement. 

(3) The legal and accounting depaitments of the movement 
should study carefully devices such as those used in the Canadian 
Wheat Pool, whereby the 2i cents deducted from members’ 
receipts were placed to their individual account in elevator and 
commercial reserves. On the funds so placed to reserve interest 
was paid to the individual in whose name they stood. The 
difficulty of applying this is the vast membership of the con- 
sumers’ movement. But could not the membership of each 
society be organised by series, so that the unit of accounting was 
a workable group ? Here the experience of Denmark and the 
United States in group mortgages should prove useful. It w^ould, 
however, be unwise for the societies to individualise their reserves, 
merely to evade taxation. For Parliament is omnipotent, and 
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could counter every step by ad hoc legislation of the type that has 
reached the Statute Book. 

(4) It is further my personal view that the co-operative 
movement should enter politics on a really intensive scale. In 
the early days, the co-operative tradition was non-political. For 
the working-class politics of those days meant Chartism, and 
Chartism led nowhere. Moreover, the movement had stout 
friends among the Christian Socialists and Liberals, who were 
Strong enough to secure legislation suited to the needs of the 
movement. To-day co-operators are challenged in the political 
arena, and must fight back in that arena. Women have the 
vote. They, as the wage-spenders, are the economic core of 
consumers’ co-operation. On April 5, IDIlIl, I attended a Jubilee 
Kally, over 3,000 strong, of the Women’s Co-operative Guild in 
the Free Trade Hall, Manchester. I wonder if its walls have 
echoed to social vitality such as this, since the great days of 
Cobden and Bright. Cannot this mass of energy be turned to 
account? For, as I sec it, it is the individual savings of 
co-operative men and women, placed for safe keeping in the 
safest channels of investment, upon which the Exchequer has 
cast its eye. 

In a grave emergenc;y much help is given by a proper appre- 
ciation of the past. The movement is now a century old. It is 
the most constructive side of the Labour Movement. Trade 
unionism is apt to be sectional and negative. Consumers’ 
co-operation is a universal interest; for all must eat, even the 
unemployed. 

Structurally, the British co-operative movement is in line 
with those present developments which have a real future. It is 
in line with municipal enterprise, liie co-operative store and 
the municipality are associations of consumers. They do not 
make profit or surplus — call it what you will — by supplying 
others. They minister to tlieir members, as a church ministers 
to its congregation. Tiie co-oj)erativc store supi^lies goods which 
normally are produced under conditions of competition. The 
municipality supplies services which are monopolistic in their 
nature, such as water, light and transport, or which are a com- 
munal need, such as drainage and parks. The outlook and ability 
required on a town council arc very much those required on the 
committee of a co-operative society or its federal authority. 
Furthermore, the co-operative society is grounded on locality. 
Crocodile’s tears are shed over the small trader. He lives on as 
numerous as ever; and whcE he goes under, it is not the 



1933 ] 


CO-OPERATORS AND THE STATE 


425 


co-operative society, but the great chain store, with no local 
attachments, which undoes him. If a place is to have any 
control over its economic destiny in the future, it will only be 
through the public authority of the place or its co-operative store. 
But the loyalties of capitalistic production and distribution are 
national and sometimes suix^r-national. 

It is in line with modern rationalisation. The generalisation 
of the industrial revolution made the store movement nation- 
wide ; and with national expansion the federal Wholesales grew 
up to act as the promoter, the stabiliser and the guardian of the 
movement on its economic side. Thus the individual co-operative 
society is able to retain its foothold of loyalty to a locality without 
sacrificing the economies of mass purchase and mass i)roduction. 
The secured market, which is the cry of all rationalisation policy, 
is the very key and raison d'etre of consumers* co-operation. In 
a season of unemployment such as the present, the C.W.S. nurses 
societies which are struggling for life in a distressed area. Thus 
the pains of transition, when industries arc failing in one area 
and growing in another, are eased. 

It is in line with the forces making for public health. In the 
early days, co-operators were usually temperance men; and 
from the outset they made a strong point of soiling useful articles 
of good quality produced under fair and healthy conditions. 
The co-operative stores were to the front in granting the forty- 
eight hour week, the half-holiday, earlier closing of shojis — ^boons 
which arc now general. The success with which in recent years 
co-operative societies have entered on the supply of pasteurised 
milk is due in ])art to its obvious harmony with the co-oi)erative 
tradition of purity and health. 

It is in line with the right kind of imperialism. This is the 
field of which I write with the greatest knowledge. I have 
assisted at the steps taken to establish liaison between the 
Dominions and the Jlother country. The C.W.S. and the 
Scottish C.AV.S. have been ixTsistent in their elTorts to buy from 
genuinely organised co-oj)erators overseas. The movement is 
critical of the Ottawa agreements of 1932, in so far as they raise 
new tariff barriers : although I personally take them for some- 
thing much more promising, the beginning of a planned economy 
of external and internal trade. But the Dominions must give 
fiscally as well as take. The big difficulty which the C.W.S. has 
in inter- trade w'ith farmers’ societies in Canada, or with the only 
great industrial co-oi)crative society in Canada, Sydney IVIincs, 
Nova Scotia, is not distance, but the heavy tariff on the class of 
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goods which it could exchange or sell to them. Canadian indus- 
trialists consider the fleecing of their farmers to be an inalienable 
birthright. The British Wholesales are big buyers of foodstuffs. 
They are Denmark’s best friend ; and their imperialism is genuine 
because they try to do trade with other members of the Empire 
without hurting old friends. The loudest imperialists agitate for 
the raising of the tariff against the Mother Country the very next 
day. I listened to their noise for ten long years, 1921-30. 

Finally, it is in line with the type of effort which Mr. Keynes 
envisages under loan cxix>nditure, and which The Economist calls 
public investment. Perliajis under any scheme of distribution 
there is the danger that passive saving may get out of lino with 
active investment. But the danger surely is least when the 
river of saving is fed from the well of previous spending and 
flows out into a sea of enterprise producing goods for those who 
supply the savings. There is a great reproductive mutuality in 
this, of immense social significance to an age which by its new 
technique makes millions idle and unable to consume. 

We in England are so familiar with the “ co-op ” and the 
“ divi ” and the things that go Avith them, that wo take them for 
granted in any industrial society. But in the opinion of the 
New World, consumers’ co-operation is the most remarkable 
achievement of English democracy. Labour politics they know, 
trade unionism they know, they have plenty of both themselves. 
But here in Great Britain is a commonwealth of perhaps one half 
of the wage-earning industrial iK)pulation, conducting through 
their own organs one of the greatest businesses of the country; 
employing over 200,000 men and women in their own factories 
and shops ; having wages of over £200 millions per amium — and 
doing it all without a pennyworth of help from the State, but, on 
the contrary, in these days, under suspicion from the State. 
This to them is w^ondcrful in the telling. Let us not forget it 
now in the country which was the birthplace of the co-operative 
movement. 


C. R. Fay 



TRENDS IN GERMAN BUSINESS CYCLE POLICY 

Like the seven Greek cities boasting to be the birthplace of 
Homer, the leading nations of the world seem to be contending 
for the distinction — a doubtful one but not in all respects 
useless — of being the hardest hit by the world crisis. This is 
a question which it is extremely difficult, if not impossible, to 
settle. The deficiency of the statistical data, combined with the 
high degree of relativity that must appertain to all judgments on 
questions of national economic welfare, will always leave a broad 
margin of doubt. Thus if we measure the degree of destitution 
by the percentage of unemployment, or by the percentage of 
shrinkage of production, or by any similar criterion, it may well 
remain a matter for dispute whether it is the United States or 
Germany which heads the list. But tiiero is one indisputable 
fact, not always duly recognised, which makes the case of Germany 
the saddest of all. The terrible weight of the world crisis falls 
upon a Germany that for nearly two decades has gone through 
sufferings which cannot bo adequately described in cold statistical 
figures. All who have shared the experience of the present 
author of growing up amid the splendour of the easy-going 
pre-war period, and tlieii going through the unspeakable hardsliips 
of the war, the breakdown of the old political and social order, 
and the economic disintegration and wholesale impoverishment 
brought about by the after-effects of the war, by merciless peace 
treaties, and by the greatest inflation of history, may well come 
to the conclusion that Dante had witnessed next to nothing. It 
is the lack of economic and psychic reserves, used up by the 
exigencies of two decades, which imparts to the German case a 
very distressing degrc?c of uniqueness, and in some resi)ects renders 
it more understandable. How has German economic thinking 
reacted on it? That is the problem towards which I may bo 
permitted to make a modest contribution. In doing so, it is my 
expressed aim to avoid writing a literary review. Germany’s 
economic reasoning and her economic experiences will servo me 
as a background against which to make some contribution to the 
world-wido discussion of the fundamental problems raised by the 
present crisis. My purpose is more theoretical in nature than my 
title would suggest. 
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Tho peculiarity that I have mentioned of Germany’s economic 
crisis must to some extent be held responsible for the tremendous 
strength of the anti-capitalistic movement which has sprung up dur- 
ing tho last two or three years. This movement must undoubtedly 
be regarded as much more prominent in Germany than in any 
Other of the great nations, especially when it is remembered that 
in one way or another a great part of tho intelligentsia have 
participated. As tho crisis progressed it became more and more 
widely believed that it spelt nothing less than the total collapse 
of our present economic and social system, a kind of last judgment, 
a “ crisis to end crises ” as it were — ^in short, a catastrophe that 
could mean nothing else but the end of capitalism. According to 
this well-known school of thought, it is hopeless to attempt to 
fight the crisis by methods which are based on the tacit assumption 
that it is feasible to salvage the economic system. A business 
cycle policy which means nothing bolder than a ]jolicy working 
within tho present economic system, and ndying on its most 
elementary reactions, is regarded as a rather ])athotic naivety, 
for which its advocates are only to be pitied. Wo must abandon 
tho wreck, leaving it to break up, and seek salvation on tho shores 
of tho promised land of a planned autarchic econoiuy, with as 
much agriculture and as little manufacturing as possible. So is 
tho cry. 

Tliis is not tho place to analyse this new anti-capitalistic 
movement, which, coinciding with similar movements abroad, 
presents a challenge to the reasoning ])owers of the more con- 
servative economists and provides an indication of the growing 
impatience of tho desperate masses witli tho capitalist system, 
and with all that goes witli it.^ We must confine ourselves to 
business cycle j^olicy, in the proper sense outlined above. But it 
is impossible to exclude all consideration of tho radical group, 
for some of the features of anti-cajjitalism have crept into tho 
more conservative programmes. 

This radical group apart, there are two main schools of thought 
on tho question of how to combat the crisis. This division, 
which applies to other countries as well as to Germany, is rather 
clumsy, as will be seen, and is very apt to lead to grave injustice. 
But it provides a useful starting-point for the further treatment 
of the subject. In the first school wo find those whoso firm belief 
it is that the present crisis, even in its later devastating phases, 
must still be regarded as tho inevitable reaction of vast credit 

^ The author has dealt with the subject elsewhere in his article “ Dio sakulare 
Bedoutiing der Weltkrisis,** W eltwirtschafUichea Archiv, January 1933. 
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expansion, unduly prolonged over several years and tremendously 
intensified by a great number of factors. Among these factors 
the front rank must bo assigned to various long-run economic 
tensions and political conflicts, to certain degenerative tendencies 
of thp capitalistic system, and to the lack of general economic 
elasticity, caused by interventionism and monopolism and 
untimely attempts at dodging the inevitable repercussions of the 
boom period. This school leans towards the laissez-faire outlook, 
severely condemning every attempt to shorten the salutary 
processes of liquidation and readjustment — of the “ Keinigungy' 
to use a very popular German expression — and vehemently 
urging the removal of all that stands in the way of the adaptation 
of the whole structure of prices and costs to the lower economic 
level demanded by the crisis. Its members do not deny that the 
crisis is characterised by a terrific process of contraction, very 
complicated in nature, and they may even go reluctantly so far 
as to apply the term ‘‘ deflation ” to this process. But they 
warn us that the phenomenon of deflation owes its origin to 
random and independent causes and they do not regard it as 
the unavoidable manifestation of liquidation and readjustment. 
They beg us to rely on the well-founded hope that oven this crisis 
will at the proper time give way, jnore or less spontaneously, to 
a new period of recovery, and that this will occur when the 
situation is ripe, i.e, when the crisis has fulfilled its purgatory 
mission and univiu'sal confidimco has once again been restored. 
All that wo can do is to facilitate this mission ])y all possible 
means, leaving no stone unturned in the attempt to create a fresh 
atmosphere of confidence. There seems to be nothing for it but 
patiently to go through with the crisis unto the very end. Prices, 
costs, and incomes must be lowered over and over again, in 
accordance with the steady decline in ilie economic level; and 
at the same time the expenses of the State must be severely 
restricted, and if there is no other way of balancing the Budget 
taxes must be raised. Liquidation, adaptation, restriction appear 
as the main features in the programme of this school of thought. 

It cannot bo denied that in all ollicial and semi-official quarters 
in Germany there was adherence to this view, at least until the 
reign of Chancellor Briining came to an end in the summer of 
1932, the adherence being warmly supported, and probably 
rather influenced, by the two leading periodicals, the Frankfurter 
Zeitung and the Deutscher Volkswirt. The famous Notverord- 
nungen of tliis period, es])ccially after the great crash of the 
summer of 1931, represented heroic efforts to implement the 
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policy of restriction and adaptation. The majority of academic 
economists raised their voices to the same tune during the greater 
part of this period. 

But as early as the summer of 1931 it was becoming more and 
more noticeable that staunch belief in this policy and in its 
underlying reasoning was beginning to weaken, quite apart 
from the ever-rising flood of quack cures, devised by busy in- 
ventors wlio suspect none of the difficulties that are involved and 
do not understand why a crisis ever occurs at all. It is extremely 
interesting to follow up the various phases of growing heresy and 
to compare them with similar developments abroad. The first 
breach in tho wall of orthodoxy was probably effected by the 
report delivered by a committee of exj)erts which was ai)pointed 
by the Government in the spring of 1931 for the study of un- 
employment relief. As the present writer was himself a member 
of this Committee (the Brauns-Konimission, called after its Chair- 
man), he is in a })osition to write with intimate knowledge of 
the general lino of reasoning which prompted its members.^ 
They W’ere fairly conservative in their general attitude, but 
starting from considerations veuy much aldn to those w^orked 
out by Mr. Keynes in England at al)Out the same time,® they 
became more and more dissatisfied with the restrictionist theory, 
and more and more convinc(?d that the crisis had reached a phase 
where something could bo cautiously done to shorten the road 
to recovery, without generating a relapse for tlie worse and without 
jeopardising the stability of tho mark. TJio Committee ehuirly 
realised that, in accordance with all exj)erienco and with all 
theoretical reasoning, recovery must necessarily take tho course 
of credit expansion, which for ]>rcferencc w^oidd be utilised for 
financing new' investments. "The national economy was pictured 
as lying in a kind of torpor, from w liicii it might well bo aroused 
by some initial impulse administered ])y the State, tho famous 
“ hiitialziindung ” (initial ignition), a term for which the ])revsent 
writer must reluctantly confess his paternity. The Committee 
were not j)romptcd by any inclination towards Plamvirtfichafl, 
They w'ere, on the contrary, convinced that tho initial impulse, 

^ For dotfiils cf. liis artiolo “ JVaktisclio Konjuiikturpolitik, dio Arbe^ der 
Brauns-Koininission,” Welhvirinc/iaf/licfies Archio, October 1931. 

* fn other coiiritrios Prof. Olilin (Stockholm) ami Prof. Vinor (Chicago) 
seem to have adopted much tho samo standpoint. Cf. B. Ohlin, Ungoldsto 
Problomo der gegenwartigon Krisis,” WeltW'irt.schaftlickea Archiv, July 1932, and 
“ Ett Konjunkturuppsvings Forutsiittningar och Mbglighotor ** (“ Tho Conditions 
and Possibilities of Business Revival ”), Stockholm, 1933; F. Vinor, “ Balanced 
Deflation, Inflation or more Depression,** Minneapolis, 1933. 
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if only it were strong enough, would restore the capitalistic 
system to its old strength and potency. There were, of course, 
two main questions which presented themselves : first, where 
to find the lenders of the new credits, and secondly, where to 
find borrowers who would bo willing to utilise these credits for 
the purpose of new industrial investment. The Committee were 
well aware of the lamentable state in wliich the German banking 
system found itself, oppressed as it was by tlie terrible weight of 
maturing foreign short-term debts. It was therefore found 
necessary to recommend that, in order to restore the working of 
the banking system and to improve its liquidity, most strenuous 
efforts should be undertaken to obtain new foreign loans for the 
consolidation of a part at least of the short-term credits. As to 
the second question, it appeared for various reasons that the 
strongest iacentives might not succeed in instigating private 
initiative to the requisite degree. A kind of organised collective 
initiative seemed almost inevitable, and the only effective solution 
was thought to lie in a well-framed programme of public 
investment. 

Unfortunately, tlic recommendations of the Brauns Committee 
found very little sympathy. They liad a distinctly bad press, 
and in their essentials they were laid aside by the Government. 
Despite endeavours to elucidate its meaning to a wider public, 
very few peo])lo seemed even vaguely to understand what the 
Report was driving at. The time was clearly not yet ripe. A 
few^ weeks later, the maturing foreign short-term debts precipitated, 
just as the (.^ommittee had feared, the great crash, which for a 
long time discouraged all attempts in the direction suggested by 
the Committee. Though its work i)asscd into almost complete 
oblivion, it seems proper to refer to it here as marldng the found- 
ation of the second school of thought, tlic influence of which, 
in regard to tlic interpretation and the practical treatment of the 
crisis, has become more and more visible, until to-day it is un- 
mistakably liolding tlic field. Before analysing this second 
school of thought in further detail, we will briefly survey its 
practical influence on the various pliases of German business 
cycle policy. The first great attempt at administering an “ initial 
imfKilse ” on a w ider scale — and with the expressed aim of 
expansion rather than of restriction and adaptation must be 
attributed to tlic Government of Briining’s successor, Chancellor 
von Papen, wiio in the autumn of 1932 announced a rather 
ingenious project of credit expansion. It w^as based on providing 
incentives ’for new investment by private entrepreneurs. These 
No. 171. — VOL. XLIIl. o G 
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incentives consisted mainly of certificates to be given to business 
jnen in return for payment of those taxes which may be regarded 
as a direct burden on production, in the sense that its removal 
might bo expected to react promptly on the willingness of entre- 
preneurs to undertake new investment. The certificates (Steuer- 
gutscheine) wore to be redeemed later on, together with a certain 
agio, and they were made re-discountable at the Reichsbank so 
as to render them negotiable paper of the most liquid character. 
What in effect the plan amounted to was that the most burden- 
some taxes (business taxes, turnover tax, etc.), while not actually 
abolished, were transformed into liquid assets. The whole system 
was rather complicated, but its meaning can be summed up by 
saying that in the place of certain taxes there was instituted a forced 
loan, the titles to which, thanks to the collaboration of the bank- 
ing system, could be sold or employed as collateral. In other 
words, a certain amount of taxes were virtually abolished, but the 
financial burden of this abolition was tem])orarily shifted from 
the State to the banking system, which would expand credit to 
the corresponding extent. This assumed that business men 
would employ their Steuerguischeine, not for pa3dng off or con- 
solidating old debts — improving their own liquidity, as it were — 
but for making new investments in working or in fixed capital. 
The behaviour of the entrepreneur of course constituted the 
real problem. Of this the Brauns Committee had been well 
aware, and they had come to the conclusion that private initiative 
was too unreliable, and that recourse was necessary to an initial 
public stimulus. While the entrepreneur might respond to the 
stimuli administered to him or he might not, on the whole it 
appeared likely that the degree of response would bo insufficient 
to render the pull effective. The only result would then bo an 
improvement of private balance-sheets and an increase of public 
debt, without any visible alleviation of general economic con- 
ditions. A prompt expansion of credit could, of course, have been 
ensured by downright abolition of the taxes in question, resulting 
in a budget deficit which would have to bo mot by means of short- 
term credits granted by the banks under the leadership of the 
Central Bank. In this way two birds would have been killed 
with one stone. A very strong stimulus would have been provided 
to private initiative, causing an expansion of business and con- 
sequently of the volume of credit, and at the same time an 
expansion of credit would have been effected as a result of the 
State’s additional demand for credit. Or, to use Mr. Keynes* 
terms, the rate of investment would have been raised and the 
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rate of saving would have been lowered at the same stroke. 
This very simple method would in pure theory provide the most 
effective and the most prompt form of an “ initial ignition.^^ 
But there is much that might bo said of its psychological draw- 
backs. At any rate the German Government did not dare to 
adopt it. It was decided to follow the roundabout Papen Plan 
(the real author of which seems to have been Dr. Warmbold, 
who at that time was Minister of Economy), in spite of the risk 
that it might not work as it should. 

And indeed, for the very reasons explained above, the Papen 
- Plan did not prove a grejit success. The fear that private initia- 
tive would be insufficient was evidently justified. The next 
Government, under General von Schleicher, took the logical stej) 
of flailing back on the previous programme of xuiblic investment, 
which was to be financed by bills guaranteed by the Reich or by 
the employment of SteuergiitscheAne as collateral. This policy 
has been pursued on a still wider scale by the Hitler Government, 
which has recently (May 1933) made provision for iDublic and 
semi-x)ublic Avorks uj) to the sum of one billion Reichsmarks, and 
has also introduced fresh incentives to private initiative. The 
exemxAtion from all taxation of exx)cnditurc on the replacement of 
old macliinery is i)erhaps the most interesting measure and, by 
attacking the jAroccss of deflation at a vital X)oint, it is likely also 
cet. par. to l )0 very effective. In proceeding with this policy, con- 
tinuously aimed at economic re-expansion, the various governments 
have laid great emphasis on the stability of the mark, which has 
been strenuously defended by a rigorous system of Devisenzwangs- 
ivirischaft and by standstill agreements on the foreign short-term 
credits. Occasionally it has been suggested that the exchange 
value of the mark be voluntarily lowered, with the object of 
facilitating the expansion of credit and of meeting the coinjictition 
of countries with dej)reciated currencios. But such suggestions 
have been very rare indeed, and they have always been rejected 
with considerable indignation. It remains to bo seen, however, 
how far a considerable cx^jansion of credit is compatible with a 
stable value of the mark. It will obviously dex^end on the 
relation betw'een credit expansion at homo and abroad, and on the 
further dovclo])nient of Germany’s balance of x^f^yuients, into 
which enter many unknown variables and a good deal of im- 
pondembilia. But these reflections are already leading us from 
the simple narrative of German business cycle x^olicy to a con- 
sideration of the theoretical questions involved, to which wo 
may yeturn later. 
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The second school of thought, from which more recent German 
business cycle policy has emanated, differs from the first school 
in its diagnosis of the crisis, at least of its later phase. Making 
due allowance for the multiplicity of views inside this wide group, 
it is fair to say that the present author’s diagnosis ^ constitutes a 
rough reflexion of the prevailing attitude. It involves rejecting 
both the wild chiliasm of the anti-capitalistic radicals and the 
orthodoxy of the first school. It may be summed up as follows : 
’J'he present crisis is to be fundamentally and primarily regarded 
as a konjunkturelle Krise, i.e. as the inevitable reaction of credit 
expansion and accumulation of capital in the leading countries. 
When regard is i>aid to the unprecedented scale on which credit 
expansion and accumulation of capital had taken place a very 
painful reaction was to be expected. But had it not been for 
an unfortunate coincidence of various accidental factors there 
would have been nothing to prevent tlie emergence in duo course 
of a new equilibrium. These accidental factors, which play such 
a prominent role in the more popular explanations of the crisis 
and need not bo rci)cated here, are responsible for the apparent 
fact that a distinct degeneration of the crisis set in. We have 
now to distinguish between a primary and a secondary x)hase of 
the crisis. The latter is characterised by a circnlus vitiosus 
which constantly interferes with the attainment of a new equili- 
brium. There is reason to believe that as early as 1031 it w\as 
this secondary degenerated crisis with which we had to deal. 

In our view, the original process of liquidation and adaptation, 
combined wdth these accidental factors, has set into motion a 
cumulative process of recession, the conditions of economic 
disequilibrium being continually reproduced on an ever-declining 
level. The “deflation,” to use an ambiguous term, connected 
with the primary crisis may bo truly regarded as the unavoidable 
form in which the processes of liquidation and adajitation take 
place, so that a policy designed to counteract deflation will merely 
result in a prolongation and an aggravation of the crisis* The 
experiences of the United States in 1930 seem to corroborate 
this statement. Uj) to this point the theory of the first school is 
valid. But the deflation connected with the secondary crisis is 
quite different in nature. Its raison (Velre lies no longer in tlie 

^ For a dotailcd account of his views the reader may be referred to Krise und 
Konjunktur, by W. Kopko, Leipzig, J932. It would be difficult to supply aoy 
references as to tho views of tho other members of the school, since they are 
scattered in a number of articles and are not yet crystallised in book fonn {e.g. 
H. Noissor, W. Lautonbaeh, G. Haberler and others). Much still remains, in 
accordance with high tradition, at tho stage of oral teaching. 
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impossible situation created by the preceding boom. It results 
from a set of causes which only came into being as a result, and 
during the course, of the secondary crisis. This line of causation 
may be described in various ways. The matter may bo put 
shortly by ascribing the whole trouble to the disastrous destruction 
of that harmony between the process of the formation of income 
and the process of the use of income which constitutes an essential 
condition of general economic equilibrium. The discrepancy 
tends to intensify itself and leads to a continuous fall of demand 
on commodity markets, which in turn tends to bring about a yet 
further fall. The stream of money flowing to economic units — 
enterprises and individual households, — and flowing out again, is 
interrupted. Sums which flow in do not flow back to commodity 
markets, or flow back either only partially or after long delay. 
I resist the temptation to demonstrate this by means of a kind of 
new tableau econoynique, which would certainly be extremely 
desirable, and I merely point for purposes of illustration to those 
numerous firms which are holding themselves as liquid as possible 
instead of using their funds for replacing old machinery, far less 
for making additional investments, or to those households which 
are actually hoarding money or leaving their banking accounts 
idlo.^ In all these cases money is left unspent on consumption 
goods, without any compensation for this non-consumption 
(“ saving,” in the broad sense of the term which will be familiar 
to the readers of Mr. Keynes’ Treatise on Money) taking the form 
of investment in capital goods. Every attempt on the part of 
producers to get rid of their surplus of production, resulting from 
the fall in demand, by lowering prices and costs and by curtailment 
of output will necessarily frustrate itself. For it will lead to a 
new fall in demand so long as the discrepancy between the forma- 
tion of income and the use of income is not overcome, either by 
new investment or by a decrease of ” saving.” The general 
economic contraction brought about by this process of autogenous 
deflation ijompletes the vicious circle by impairing the chances of 
increased investment; and that for two reasons. In the first 
])lace, the general “ crisis of confidence ” wdiich now breaks 
out serves as a kind of death-blow to the willingness of entre- 
preneurs to undertake new' investment, while secondly, this crisis 

' Tho ideas implied by this statement deserve a special treatment in order to 
clear up soino very common misconceptions about tho behaviour of tho banking 
system during tho different phases of tho business cycle. That tho rigidity of 
banking accounts is ono of tho main symjJtoms and, at the same time, one of tho 
main causes of the deflationary process which I have in mind will, however, bo 
accoptod horo without further analysis. 
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of confidence is very apt to load to the most fatal disturbances to 
the money and credit system. It may bo remembered that, 
ever since the international liquidity crisis in 1931, the banking 
system has remained in a state of paralysis in which its willingness 
to finance new investment has been almost negligible. There 
ensued, furthermore, serious congestion of the monetary cir- 
culation ; and the aggravation of the confidence crisis, together 
with the precipitous drop of prices and the progressive disin- 
tegration of the world’s economic system, made every idea of 
new investment seem notliing short of foolish. Especially im- 
l)ortant in this connection was the havoc in the securities markets. 
This brings us to a problem on which curious notions have been 
held, no less in Germany than elsewhere. Even the more trained 
economists do not seem completely to grasp the real importance 
of this factor, and some observations will not perhaps be out of 
place. If equilibrium is to be restored by an increase of invest- 
ment (which is one of the two alternatives, the other being a 
decrease of saving ”) it can be possible only on two conditions. 
In the first place, the banking system must be prepared to grant 
new credits, or, in other words, to restore the dimensions of 
balance-sheets. The extent to which it will do tliis is greater the 
larger arc the turnovers on individual accounts, and this in turn 
depends on a revival of general economic activity, in regard to 
which tlic willingness of the banking system to enlarge the vohime 
of credit plays a prominent part.^ It may be fairly said that in 
the leading countries tlie banking system has reached this stage. 
But the various unsuccessful attempts made in the United States 
at pumping additional credits into the arteries of tlie national 
economy have proved that the willingness of tlie banking system 
to give credits docs not in all circumstances suffice to bring about 
a credit expansion, and that a second condition must 1x3 fulfilled. 
These experiences have verified the surmise that even a rate 
of interest which approaches zero may be insufficient, under 
the conditions of a severe depression, to induce entrejneneurs to 
enter upon new investment. If in such a situation the elasticity 
of demand for credit becomes almost alisolutely rigid, attempts 
at credit expansion will not lead to the desired exj)ansion of the 
total demand for commodities, but merely to an increase of general 
liquidity. Now the reluctance of entrepreneurs to enter upon 

' The thought of this mechanism operating in reverse provides a more intimate 
insight into the fatal working of the ciretdus vitioaua of the secondary crisis. But 
it also shows how the circulua vitioaua can bo converted into a circulua aalutaria by 
credit expansion once the initial start has been effected. 
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new investment is due not only to the confidence crisis, to the 
recession of prices, and to the over-investment of the previous 
boom, but also to the fact that entrepreneurs will not dare, for 
the purpose of long-term investment, to have recourse to short- 
term credits — almost the only available method of financing now 
investment at the i^resent time — unless a marked recovery of the 
stock exchange points to the possibility of an early consolidation 
of the preliminary advances of the banks. That is the reason 
(apart from the immediate psychological effects) why rising stock 
markets are a necessary condition for general recovery and why 
every measure and every event which has the effect of driving 
the public away from the stock markets constitutes a serious 
blow to recovery.^ The same line of reason suggests that it is 
well-conceived policy — the very reverse of reckless — ^for central 
banks or similar authorities to take the initiative by means 
of heavy buying, in preventing a total collapse of securities 
markets. 

This somewhat sketchy analysis, which will sound familiar to 
many readers, would be incomplete without a brief reference to 
the very pertinent question of what is the possible end to the 
cumulative process of recession. Bitter experience has taught us 
in recent times that, in the course of such a process, production 
may shrink to seventy, sixty or even fifty per cent, of the original 
volume, and we may well ask w’^hether there is any mechanism to 
prevent a shriiil^ago to ten per cent, or less. In pure theory such 
a monstrous thing is not entirely unthinkable. Yet we m.ay con- 
gratulate ourselves that a kind of automatic safety brake is 
provided against the final emergency. As economic contraction 
proceeds there finally comes a moment when, even without any 
increase in tlio rate of investment, equilibrium is restored owing to 
tlie rate of saving having been pushed down to the level of the 
rate of investment. This occurs w'hcn on the one hand general 
impoverishment forces ])eoplo to consume savings and on the 
other hand the increasing budget deficit cannot possibly be covered 
either by reducing expenditure or by increasing taxation, 
except at the expense of a revolution. The crisis has now quite 
definitely touched bottom. Although such a statement will 
meet with fierce criticism and although the author is well aware 
of its dangerous implications, wdiich it is not possible to deal 

^ It must not, on the other hand, bo forgotten that a rising stock market 
provides a tremendous relief to the banks by improving their liquidity. Tliis it 
does in two ways : (a) by offering the banks an opportunity for tmuing their 
own securities into cash, and (6) by doing the same for their debtors, thereby 
thawing their frozen assets. 
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with here, there is no getting away from the surprising conclusion 
that the one situation in which a budget deficit cannot possibly 
be avoided is precisely the situation where it is highly salutary. 
What this proves is that those are after all right who maintain 
that even the severest crisis will cease in the end — ^provided that 
the political and social framework will stand the formidable 
pressure. 

This analysis will seem rather bold and even somewhat 
frivolous, but truth sometimes has the embarrassing quality of 
being bold and naked. For my own part I can detect no flaw in 
the line of reasoning that I have sketched out. Refinement is un- 
doubtedly necessary if it is to meet all possible criticism, but this 
refinement must be achieved elsewhere. Meanwhile, an attempt 
must still be made to show that the abyss which seems to separate 
the two schools — the one restrictionist and the other expansionist 
— is by no means unbridgeable and that, having regard to the 
unsatisfactory manner in which scientific warfare in this matter 
is to-day conducted, by means of reciprocal abuse which recalls the 
heroes of the Iliad, it should be possible to effect a reconciliation 
which would he something more than a weak compromise. 
The restrictionist school may bo compared to a well-meaning and 
experienced mother who, standing no nonsense, accepts the 
diagnosis that her ])atient is still suffering, even after long years 
of sickbed, from the effects of his debaucheries and feels it her 
duty, for fear of a fatal relapse, to harden her heart against his 
desire for plentiful food. According, on the other hand, to the 
expansionist school, the lamentable condition of the patient has 
no longer anything to do with the debaucheries of the distatit 
past, but is the result of a perilous edema brought about ])y 
a long process of under-nourishment. Both diagnosticians, 
standing by the bedside of the poor patient, are fervently 
protesting that the patient Avill be killed, the one being accused of 
luring him on to fresh debauchery, the other of leaving him to die 
of hunger — and that with the best intentions in the world. 
Everybody will agree that this sort of thing must be stopped if 
we desire progress. To this end it should be pointed out that 
each school comprises a variety of opinions and that the most 
satisfactory solution of the whole problem will be found in a 
judicious combination of all that is essentially sound on both 
sides. And so we are finally comj)elled to perceive that the 
division into two schools is rather clumsy and superficial, standing 
in the way of a better understanding of the problem. In Germany 
this has been realised for some time as a result of the modifications 
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to the expansionist philosophy which are natural in a country 
like Germany, as contrasted with one of the great creditor nations. 
I, for one, cannot, and will not, deny that the restriction- 
ists are absolutely right in their diagnosis of the primary crisis 
and in their opposition to premature attempts at re-expansion. 
And I am certain that their general attitude will once again 
become extremely sound when the circle has swung round and a 
new boom of an inflationary character is in sight. Furthermore, 
the majority of expansionists, at least in Germany, cannot but 
offer their sincerest approval of the rcstrictionists’ insistent de- 
mand that the machinery of our economic system should be 
cleared of the cart-loads of sand which, in the form of tariffs, 
price-fixing, subventions, valorisation schemes, foreign exchange 
control, manipulation of wages, monopolism, etc., has been so 
liberally thrown into it during the last decade. All this goes to 
show that the advocacy of a i)olicy of expansion is not inconsistent 
with that of a policy of Auflockernng^^* which wise expansionists 
will indeed favour. Expansion and “ At(floclcerung are not only 
compatible with each other, but they ought to be combined if 
the best possible result is to be guaranteed. It can, moreover, 
be said that cx])ansion is necessary to save capitalism from 
complete decay and to ])ave the way for a successful fight against 
the all too jwevalent hysteria of to-day. Another very serious 
confusion of ideas arises from the completely erroneous, though 
popular, notion that advocacy of expansion means advocacy of 
a drastic rise in the general price level. This notion seems to be 
a reversal of the ‘‘ price-level complex ’’ which, during the last 
boom, led so many to regard the behaviour of the price-level as 
the guiding principle of credit policy. It is true that it is 
impossible to imagine a business revival without an expansion of 
credit. That is what the restrictionists must take to heart. 
But it is easy to imagine — and this is what some of the expansion- 
ists must take to heart — a business revival without a sharp rise of 
the general price-level. Moreover, it is to be feared that if a higher 
general price-level is the objective, business cycle policy may 
become distorted. This is exactly what has recently happened 
in the United State's. There is no reason whatsoever why the 
Americans should tamper with the exchange value of the dollar 
to bring about a marked recovery, and there is every reason why 
they should have refrained from doing so in order to save them- 
selves and the rest of the wDrld a great deal of unnecessary 
trouble. All this seems to be the result of a wrong interpretation 
of the crisis, in just the same way as the expansionist credit 
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policy of the last boom resulted from a wrong interpretation of 
the boom. The boom as well as the crisis are not so much 
phenomena of price-levels as phenomena of expansion and con- 
traction of production (especially of the production of capital 
goods). The sensational fall of prices of raw materials and 
agricultural products must not be allowed to conceal the fact that 
the general decline of prices is merely a rather weak reflexion of 
the process of general economic contraction, as expressed in the 
statistics of production, incomes and unemployment. The 
obvious reason is that the effect on prices of the contraction of 
demand is to a great extent balanced by the contraction of the 
volume of production, with the marked exception of the greater 
part of the production of raw materials and agricultural products, 
where precisely the opposite movement has developed. Since 
the downward trend has, on the whole, been primarily a pheno- 
menon of volume instead of one of prices, the same will be true 
of the upward trend. The process of contraction is not counter- 
balanced by reflation (meaning a policy aimed at raising the 
general price-level), but by re-expansion, apart once again from 
the special problem provided by the markets in raw materials 
and agricultural products. The policy of credit expansion — by 
which is meant an effective expansion of credit, leading to an 
expansion of the volume of production, incomes and demand — 
can be carried fairly far without bringing about a marked rise of 
the general price-level. There is no foundation for the objection 
that the problem of overburdened debtors will then remain un- 
solved, because a solution of this general problem depends mainly 
on restoring a reasonable proportion between the volume of 
indebtedness on the one hand and the volume of production and 
turnover on the other hand. 

These arc reflections of my own, but it so happens that in 
Germany the policy of expansion has very rarely been conceived, 
even by expansionists, as a policy of reflation, and that this idea, 
which seems so popular in the Anglo-Saxon countries, has always 
been regarded as somewhat strange in Germany. And no official 
statement that business cycle policy must aim at a rise in the 
general price-level has been issued. This is not, of course, to 
suggest that in Germany there is a more mature understanding of 
the whole problem : there are not more than perhaps a dozen 
men whoso insight is sufficiently deep to enable them to provide 
a scientifically satisfactory explanation of official policy. But 
Germany’s peculiar position as the greatest debtor country 
prevented her from the start from pursuing a policy of expansion 



1933 ] TRENDS IN GERMAN BUSINESS CYCLE POLICY 441 

beyond the point where an adverse development of the balance 
of payments would upset external equilibrium. That is what the 
whole problem of expansionist policy, when conducted on a 
national basis, boils down to, leaving some countries a much wider 
scope than others — a vast scope to a country like the United 
States and a relatively small one to a country like Germany. 
Now the trend of the level of domestic prices is a very important 
factor in the development of the balance of payments. Every 
care has therefore had to bo exercised in Germany to prevent the 
policy of expansion from raising the domestic price-level. This 
can be achieved by judiciously limiting the extent of credit 
expansion and by a combination of expansionist policy with certain 
measures aimed at breaking up the rigid parts of the price-cost 
structure (rigid wages, monopoly prices, tariffs, etc.). But there 
the problem of a national policy of expansion docs not end, for 
whatever happens to the domestic price-level, a serious strain on 
the balance of payments is bound to result from an internal 
business revival, engendering as it docs increased imports of raw 
materials without a simultaneous rise of exports. In order to 
bridge tliis gap a country like Germany, provided with in- 
adequate reserves of gold and devisen. must for a couple of months 
rely on foreign credits. The difficulties are increased if Germany’s 
export trade continues its present discouraging trend. Finally, 
it must bo understood that the whole philosophy of expansion is 
based on the assumption that a country embarking on such a 
policy does not at the same time try to transform its economic 
system on autarchistic or socialistic lines. These would com- 
pletely destroy the framework of economic reactions on which 
the philosophy of expansion is based. 

Wilhelm IIopke 

University of Marburg {Germany), 



SOVIET ECONOMIC DEVELOPMENT SINCE 1928 

I 

Until the autumn of 1928, the Soviet Government was 
actively engaged in the task of reconstructing the economic 
machine. During the anarchic years of civil war and inter- 
vention, basic capital had been at best neglected, at worst 
destroyed. Even in 1925, depreciation from the level of 1913 
was certainly not less than 25 per cent. The years of “ war 
communism ” had left behind a legacy of abandoned fields and 
decimated herds. The period of recovery lasted from 1921, 
when the New Economic Policy was introduced, until 1928, 
by which time the means of production had been largely restored 
to the pre-war level of efficiency, with agricultural equipment 
lagging not very far behind. Quite apart from the inauguration 
of the famous Five-Year Plan, therefore, the year 1928 con- 
stitutes an important landmark in Soviet economic history. 

The idea of “ planning was not a new conccf)tion, for no 
sooner had the mechanism of capitalist economy been jettisoned 
and the free working of sujiply and demand interrupted than it 
became clear that the new society would have to plan or perish. 
Planning, though it received comparatively little attention in 
the economics of Marx, was one of Lenin’s favourite themes in 
the early days of reconstruction, and there had been annual 
“ control figures ” to guide the development of industry since 
the autumn of 1925. The chief significance of the Five-Year 
Plan lay, not in the fact of planning nor in the longer period 
of its application, but rather in its daring tempo, far exceeding 
the pace of achievement in the halcyon days of capitalism; in 
its clearly stated objectives, and in its powerful appeal to the 
popular imagination. It was a great deal more than an economic 
forecast; it was a focus for mass ambition and a recognisable 
goal to which the steps of millions of workers could be constantly 
directed. Indeed, it was not merely a goal, for the estimates 
of the Plan were things to be exceeded. The original figures 
were several times revised in an upward direction and now 
undertakings were constantly being started which did not feature 
in the original Plan at all. 

The rationale of this first vast attempt at national planning 
would be more widely understood if it were generally recognised 



SEPT. 1933] SOVIET ECONOMIC DEVELOPMENT SINCE 1928 443 

that the aims of the Plan were not primarily economic at all. 
The Bolsheviks undoubtedly desired to industrialise their pre- 
dominantly agrarian country because of the material benefits 
which, in the long run, industrialisation would bring, but they 
could never have justified the “ mad tempo ” of the Plan and 
the grim sacrifices which they called upon the workers to make, 
on economic grounds alone. Primarily, the Plan was conceived 
for strategic ends — to place Soviet Russia for ever out of danger of 
capitalist aggression. It has been a fortunate accident of history 
that industrialisation and safety proved to be synonymous terms. 

In the realisation of their Plan, the Bolsheviks paid the usual 
I)enalty of the pioneer. There were no precedents to work upon ; 
no indications of where the greatest dangers lay. They were 
faced with the necessity of evolving a vast machine of co-ordina- 
tion and contact in a country with no i^revious experience of a 
comjdicated economic life. Among the difficulties which they 
had to combat were the inbred dilatoriness of the East, the 
almost complete absence of technical skill, individual carelessness, 
waste, deliberate sabotage, facile optimism, shortage of materials, 
lack of working discipline, excessive mobility of labour and 
inadequate means of communication. 

The Plan was originally conceived in two variants, the more 
ambitious (which was adopted by the sixteenth congress of the 
Communist Party in 1929) envisaging {a) no serious harvest 
failure between 1929 and 1933; (6) an expansion of w'orld 

economic intercourse; (c) an increased facility in obtaining 
long-term credit; (d) a marked improvement in the quality of 
output, and (c) an apx)reciablo reduction in the costs of defence. 
In x)oint of fact, the 1931 harvest was disastrous; world trade 
and prices slumped, long-term credit was restricted, political 
tension, first over China and then over Japan, necessitated an 
enormous expansion of military exiienditure, and the imx>rove- 
ment in qualitative indices fell constantly behind the Plan. 

II 

The chief aim of tlie Plan was to equip Russia with such a 
complete industrial machine that, in an emergency ^ she would bo 
independent of outside sources of suxi^Jy by 1933. Such develoj)- 
ments as occurred in agriculture were incidental to this greater 
aim. If Soviet statistics are to be relied upon,^ the verdict of 

^ The posnibility of dvlibt’rnfe inaccuraoioa at tho contro lor political purposes 
can be entirely diarogardod, since tho ofiicial figures play a vital part in tho con- 
struction of the Plan, which any serious non-compensating error would speedily 
reduce to cliaos. 
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history will be that, broadly speaking, the main objective was 
reached. There are still many complicated varieties of machinery 
which only the highly skilled capitalist countries can manufacture 
satisfactorily, but if a policy of economic autarchy were forced 
upon Russia, she would easily survive to-day. The relative 
extent of her development is best appreciated if it is considered 
that in four years she has moved from tenth to sixth place as an 
electric power producer : sixth to second place as a producer of 
pig iron : fourth to second place as a producer of machinery, 
and third to second place as a producer of oil, and that she is 
now the greatest producer of agricultural machinery in the world. 
Among the world’s great industrial countries she ranks second. 
As regards the absolute extent of her growth, it is sufficient to 
know that the volume of industrial production in 1932 was 
more than double that of 1928. No previous industrial revolu- 
tion has approached such a stupendous progression. As regards 
the nature of the changes, however, Russia in most respects 
followed the well-beaten track of former industrial revolutions. 
Productive technique w^as modernised and mechanised, mass 
output taking the place of small “ artel ” production, and 
machinery of hand labour. In 1928, 85 per cent, of the coal 
of the U.S.S.R. was obtained by hand : now two-thirds of the 
industry is equipped with machinery. Prior to the Plan, the 
iron and steel industry was only sligiitly me(;haniscd, while in 
the timber industry and in the production of many building 
materials, manual labour predominated. By 1932, mechanisa- 
tion had reached an advanced stage in the oil, iron and steel, 
machine and food industries, while many of the light industries 
had been translated from handicraft to mass production methods. 
The first machines and the technical assistance required for their 
smooth running were imported into Russia in return for food 
and raw materials or on credit. The Bolsheviks are quick to 
recognise the help they have derived from foreign “ experts,” 
who for the most part were highly paid and highly honoured 
for their skill. During the years 1928-32, imports of machinery 
from Great liritain alone rose from £1*7 millions to over £G 
millions.^ But the peculiarity of machinery, as Great Britain 
has found to her cost in other connections, is that it has the 
power to reproduce itself. Internal machinery production (at 
1926-27 prices) rose in value from 1,406 million roubles to 
5,253 million roubles, the increase being 157 per cent, of the 
planned estimates. Such success brought a measure of failure 

^ Figures for 1032, ostiinato of Soviet Trade Delegation. 
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in its train, for in general the quality of production was low 
and much of the new machinery was subjected to the grossest 
mishandling. It hardly needs emphasising that a proletariat 
which consists in an appreciable measure of “ trained ” peasants 
is hardly more to be trusted with complex machinery than a 
schoolboy with the works of a clock. Inevitably, the repair 
shops found themselves unable to cope with the waiting list of 
breakages, and with an unceasing and increasing output of 
new machinery, there was little chance of catching up arrears. 
By the end of 1932, the problem of repairs was still crying 
urgently for bold and swift attention. No less important than 
the manufacture of machinery was the development of an 
adequate supply of raw material from home sources. We have 
already noticed the extent of mechanisation in such raw material 
producing industries as coal, iron and steel, oil and timber. 
Each of these industries had its own special problems and the 
output of the coal industry in particular fell consistently behind the 
Plan as a result of the excessive mobility of labour in the Donbass 
district. Nevertheless, over the four years 1928-32, coal out- 
put increased in value from 375 to 059 million roubles (at 
1926-27 prices) : timber x^rodu<*tion from 837 to 2,400 million 
roubles : oil production from 583 to 1,413 million roubles, and 
ferrous metals from 700 to 1,264 million roubles. The value 
of chemical production rose from 348 million roubles to 1,040 
million roubles. The i)roblem of supidying the necessary 
power to keep pace with the vast increase in machinery and 
raw materials was simplified by the rapid devclojiinent of 
electrienty. Ilie caj^acity of all electric power stations at the 
end of 1932 was 4,507,000 kilowatts; at the end of 1928 it 
had been no more than 1,874,000 kilowatts. Apart from the 
transformation of technique and the development of natural 
resources, the drive for industrialisation cx])ressed itself in 
a spectacular volume of new construction. In no period of 
history since the Arabian Nights have vast structures risen so 
swiftly in the plains. Adequate treatment of this aspect of the 
Plan resolves itself into a recitation of the names of cities which 
in 1928 existed only in the minds of their creators. In that 
year, the writer of this article walked over an expanse of pleasant 
agricultural country on the outskirts of Kharkov, the Ukrainian 
cajhtal; in 1933 he looked over the great tractor factory, HTZ, 
in full process of production on the same site. That meta- 
morphosis multiplied by hundreds, even by thousands, provides 
a measure of recent constructional activity. 
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There remain at least three further features of industrialisa- 
tion which should be noted. Since 1928, now Industries, vital 
to the maximum of self-sufficiency, haveT)een set up in large 
numbers. Some of them — as, for instance, the production of 
caterpillar tractors, cotton-pickers, electric cars, blooming mills, 
linotypes, and complex optical instruments — ^were not provided 
for in the original Plan. High quality processes have been 
instituted and the most complicated technical problems tackled 
with the lielp of foreign specialists. 

Secondly, tlierc has been a striking geographical redistribution 
of industry. Before tlie llevolution, especially, industrial pro- 
duction was concentrated in a few large centres like Petersburg 
and Moscow, while the outlying districts provided such raw 
material as was required. Since 1928 there has been a strong 
effort to develop the autonomous rei)ublics, lest some parts of 
the Union should lag unduly behind the others. The most 
striking development was the construction of a second coal and 
metallurgical base in the Urals, though the object of this step 
was as much strategic as economic. 

Pinally, unremitting efforts were made to raise the efficiency 
< *f the transport system to a level more in keeping with the new 
burdens whi(.‘h it was suddenly called upon to bear. Even so, 
congestion was only partially relieved, though statistically the 
progress was impressive. The length of railway line in operation 
increased from 76,900 to 83,400 kilometres : freight traffic rose 
from 93*4 to 109-3 billion ton-kilometres, and passenger traffic 
from 24-5 to 84*1 billion passenger kilometres. Important 
technical improvements were effected, botli as to equipment 
and methods of operation. 


Ill 

In agriculture as in industry, the year 1928 marks a turning- 
point in .Soviet economic history. Since the adoption of the 
New Economic Policy, the relationship between the town worker 
and the peasant had been based (theoretically at least) on the 
idea of reciprocal trade, manufactured goods being given in 
exchange for agricultural products. A highly comidex machine 
of agricultural co-operation had been set up in order to supply 
the individual peasant with tools, seed, fertilisers and assistance, 
and to buy back the fruits of his toil under contract. The 
average level of cultivation still remained deplorably backward, 
however, and the inefficiency of production had been aggravated 
by the first Land iJecree, which j>ermitted the breaking up of 
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the farms of the “ pomestchiki,” or wealthy landowners, who 
had formerly provided the bulk of the marketable surplus. The 
average holding in 1928 amounted to no more than 12 acres. 
It has been officially estimated that in that year some 74 per 
cent, of the spring grain was ploughed with wooden ploughs : 
that the harvest from 44 per cent, of the grain area was cut 
with scythes or sickles, and that the produce of 40 per cent, of 
the area was threshed by flails or other manual methods. The 
“ three-field ** system of strips, with all its accompanying defects, 
was still widespread. 

This state of affairs was highly unsatisfactory to the Bol- 
sheviks on the threshold of the Plan. They needed a higher 
agricultural output {a) to feed the new town proletariat which 
would be brought into being under the industrialisation pro- 
gramme : {b) to provide a surplus of agricultural produce for 
export in order that machinery might be imported in exchange; 
(c) to provide the raw material for industry which otherwise 
would have to be imported, and {d) to raise the low standard 
of living in the villages to a level more in consonance with that 
of the towns. Moreover, since it was inconceivable that socialised 
industry could depend indefinitely on individualist agriculture, 
it was necessary to organise the villages on a collectivist basis 
in accordance with Communist ideology. 

In the history of many countries it has happened that when 
the time seemed ripe for a speedy advance in agricultural 
technique the ‘‘ rights ” of the small peasant were roughly over- 
ridden. In Russia in 1928, as in England at the time of the 
enclosure movement, it was vitally necessary to enlarge the unit 
of cultivation and to provide it with a modern technical basis. 
The necessary resolutions were adopted at the 15th Party Con- 
gress in the winter of 1927—28. The sniitchkfi based on reciprocal 
trade was set aside in favour of a policy whereby the peasant 
would give up tlio greater part of his produce in exchange not 
for manufactured goods but for the means of production — 
particularly tractors and machinery. In order to facilitate this 
organisation of large-scale units and their subsequent regulation, 
tJie individual peasant farm was to give place to ‘‘ koDiozi ” or 
“ collective ” farms, while ‘‘ sovhozi ” or State farms were to be 
set up in the “ wide open spaces.” In tlio former the land- 
w'orkers would be c(.)-operative producers, sharing wdiat w^as left 
of the fruits of their labour after the Government had taken its 
portion ; in the latter they would be agricultural civil servants, 
working as the State’s employees for a wage. 
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In the early stages of collectivisation, the Bolsheviks pro- 
ceeded cautiously, anxious if possible to persuade rather than 
coerce. The collective farms formed painstakingly in 1928-29 
were given favoured treatment in the matter of supplies and 
most of them went ahead under diligent nursing. Some care 
was taken in proceeding from one stage of collectivisation to the 
next : from the ** soz,” or association for joint tillage without 
socialisation of the means of production, to the “ artel ” or 
“ kolhoz ” proper, where land, labour and the basic means of 
production were all socialised, and finally to the fully fledged 
“ commune.’* Machine and tractor stations were set up to 
co-operate with the new collective units, some 55 per cent, of 
which were served in this way by 1932. In the winter of 1929, 
however, came the inevitable revolt from the more well-to-do 
peasants, as the tide of collectivisation encroached upon their 
holdings. The friction was aggravated by the zealous indis- 
cretions of local Party members, by now in full cry towards 
“ mass collectivisation.” At this period the slaughtering of 
cattle and other acts of sabotage reached such proportions that 
Stalin felt it necessary to publish a pamphlet entitled ‘‘ Giddy 
with Success,” in which he roundly reprimanded the enthusiasts 
and demanded a reduced tempo and consolidation of the ground 
already won. The harvest of 1930 was exceptionally good, but 
in the two following years the yield was adversely affected by 
drought and frost and the subsequent scarcity strengthened the 
hands of the ** kulaks,” who strenuously resisted “ liquidation,” 
and sought shelter in the collectives, where they carried on their 
anti-government proi)aganda sub rosa. The collectivisation 
movement had outgrown its strength : the central authorities 
had lost their grip, and many of tlic “ kolhozi ” were collectives 
only in name — a mere bunch of unquiet peasant farms under a 
new title. In 1932, “ kulak ” influence became so strong that 
it threatened to break the movement. The official indictment of 
the kulaks reads as follows : “ Having penetrated info the 
collective farms, they attempted, by means of playing upon the 
proprietary habits and customs of the erstwhile small producers, 
to undo the victory of the collective farm system by means 
of undermining labour discipline, squandering and stealing crops, 
damaging implements and machinery and destroying cattle.” 
Whatever the cause, the harvest of 1932 was again deficient, the 
Government relentlessly demanded its planned quota of grain 
and in the recalcitrant collectives there followed a winter of 
want, amounting in certain districts to widespread famine. 
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Early in 1933, a new orientation of policy was announced. In 
the first place, the Government would cease to take all the 
surplus, a step which had robbed the peasant of his incentive, 
and would impose instead a “ tax in kind which would be 
known in advance and not subject to alteration. The peasants 
would be free to dispose of any surplus as they pleased. In the 
second place, fresh Communist blood was pumped into the 
collective system to spread the virtues and advantages of co- 
operative production and Bolshevik technical methods, and 
incidentally to keep an eye open for saboteurs. It is as yet some- 
what early to form any clear opinion as to the success of the new 
measure, but there is complete confidence in Moscow that the 
agrarian troubles have passed their peak and that the next few 
years will see a steady advance in agricadlural output. The 
peasant certainly appears to have made some response already, 
for his relations with authority arc better than for some time 
and the harvest outlook for 1933 is bright. 

As a matter of record, it is w^orth while noting that whereas 
in 1928 the collective farms sowed 2*7 per cent, of the total 
sown area, by 1932 tliis proportion had risen to (58 per cent. 
The 200,000 odd collectives embrace OLJ per cent, of all holdings 
and about the same proportion of draught animals. The area 
sown by the “ sovhozi ” rose from 1,735,000 hectares in 1928 
to 13*5 million hectares in 1932, of which 9*5 million were under 
grain. The average individual peasjint holding fell from 4*5 
hectares to 3*2 hectares in the i>eriod 1928-32, but the average 
collective farm area increased from 42 to 434 hectares and the 
average state farm from 544 to 2,303 hectares (1 hectare - - 2-7 
acres). Side by side witli the growth in the size of units 
went the increase in mechanisation. The number of tractors in 
agriculture rose from 20,733 on October 1, 192S, to 148,480 on 
January 1, 1933. At the same time there was an enormous 
extension in the supply of threshing machines, grain harvesting, 
sowing and })lanting machines and cultivators. If the agri- 
cultural Pivc-Ycar Plan has done little else, it has undoubtedly 
provided the basis for an enormous expansion in agricultural 
otitput if ever the peasant decides to co-operate whole-heartedly 
with the new' regime. Indeed, in those exceptional “kolhozi” 
where such complefo co-operation was forthcoming, there has 
already been a notable advance both in living standards and in 
security. 


nH2 
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IV 

To deal at all adequately with the financial mechanism by 
means of which the Soviet Government was able to allocate its 
resources (a) between the production of capital goods and con- 
sumers goods and (b) between one producer and another, would 
require the space of a volume rather than an article. It must 
suffice to say that during the period under review the budgetary 
system mobilised and disbursed some 69 per cent, of all the 
resources of the unified financial plan (the remaining portion 
being distributed through the credit system and directly by the 
different branches of economy), and that budget revenue rose 
from 5*21 billion roubles in 1927 -28 to 30*49 billion roubles in 
1932, while the revenues of the “ unified financial plan ’’ rose 
from 13*0 billion roubles in 1928-29 to 44*6 billion roubles in 
1932. 

The chief interest of the Soviet finance plans during these 
years, apart from the tremendous growth which is common to 
practically all Soviet economic indices, lies in the extent to 
which serious maladjustments have been avoided. Such diffi- 
culties as occurred arose out of the continued tendency for costs 
of production to exceed planned estimates and output of final 
goods to fall short of expectations. Wage payments were 
intended roughly to equal the value of an estimated volume of 
final goods ])laced on the market at fixed prices, but in point of 
fact the volume showed a short-fall while wages ])roceeded 
“ accjording to plan.” The extra costs incurred by industry 
were apparently met by credit inllation. Prices of iinal goods 
rose (by decree), but not to the extent lu^rmally associated with 
a period of inflation under capitalism. In consequence, there 
was an acute goods shortage, and a superfluity of purchasing 
power which showed itself in rationing, queues and sky-rocketing 
prices on the diminutive “ free ” market. This maladjustment, 
which, it should l)e notic^ed, did not involve any reduction in 
living standards which could have been avoided — as, for instance, 
through tlie failure of the distribution mechanism — ^was to a 
large extent rectified by a rise in contributions to State loa^s 
from 048 million roubles in 1929 to 2,000 million roubles in 1932. 
A timely slowing down in the rate of wage increases, corre- 
sponding to the short-fall in output, would, of course, have been 
equally effective and would not have involved the Government 
in heavy interest charges which may become a minor “ political 
problem in the future. There was not, at any time during the 
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four years, serious danger of a breakdown in the financial 
mechanism. The prevalent disease of capitalism — a plethora of 
unsaleable stocks — was entirely avoided, not merely because of 
Russia’s comparatively small output per head, but because the 
Plan took the necessary steps to see that purchasing power 
equated with the value of consumers’ goods available. 

V 

Since the Five-Year Plan conspicuously ushered in a period 
of enforced “ saving ” on an unprecedented scale, it is not sur- 
prising that the improvement in living standards was much less 
impressive than the increase in constructional equipment. Indeed, 
a visitor to Russia comparing visible standards in 1928 and 1933 
could be forgiven for believing that the standard of life had 
actually fallen during the period of the Plan, especially since 
many of the Russians he spoke to would emphatically agree 
with him. In this instance, however, statistics probably give a 
more truthful answer than personal observation. In 1932 the 
gross production of the industries producing articles for con- 
sumption amounted to 187*3 i)or cent, of the 1928 total. During 
the same period, population increased by a little under 8 per 
cent. Even allowing for a rise in the proportion of the total 
output sent abroad, iliere must have been an appreciable aggre- 
gate improvement in supply, though the advance per head may 
well have been microscopic. A vast increase occurred in the 
output of boots and shoes, for instance (production in 1932 
being three times greater than in 1928), but the supply is still 
no more than half a pair per annum per head. On the basis 
of the 1913 output, however, each individual would have had a 
pair only once in seventeen years. The average annual wage 
rose from 703 roubles per aimum in industry in 1928 to 1432 
roubles in 1932. No reliable information is available as to the 
rise in the retail price level, but it was certainly appreciable. A 
more tangible benefit was a shortening of the working day from 
7*9 hours in 1928 to 7 hours in 1932. As regards housing, new 
floor space aggregating 22,264 million square metres was made 
available in the four years. On the other hand, the urban 
population increased by 11*1 millions, so that housing conditions 
in some of the towns, at least, may well have been worse at the 
close of this burst of construction than at its inception. One of 
the most significant factors was the steady decline in the death- 
rate throughout the period. 
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Unemployment ceased to be a serious problem at an early 
stage of i)ho Plan. Soviet economy was largely insulated from 
the cyclical movements common to capitalism and, as we have 
seen, the method of planning distribution ensured that all stocks 
would be regularly consumed and that, local maladjustments 
excepted, all plant would therefore be constantly working to 
capacity. Unemployment was virtually confined to beggars, 
speculators, Wcandering peasants and all those workers who were 
moving from one occupation to another of their own volition. 
Strenuous efforts were made by propaganda and regimentation 
to che(ik this extreme mobility of labour, with some success. 

VI 

Summing up, it is safe to say that the most important feature 
of Soviet economic development since 1928 was the provision 
of a vast industrial plant based on the most modern technique, 
the whole amounting to an industrial revolution of almost 
unbelievable scope and depth. The second feature was the 
technical advance in agriculture, involving consolidation of hold- 
iiigs and the mechanisation of methods. The third feature was 
the solution of the problem of distribution which in the capitalist 
world makes it necessary for poverty to exist side by side with 
abundance. Finally, though the standard of living was not 
visibly raised, because of the vast size and initial backwardness 
of the population, the material background for an immense 
future advance was provided. 

It is equally safe to say that tlic chief problem which faces 
the Soviet Government to-day is the task of providing a personnel 
with sufficient mechanical skill to handle and repair the vast 
new machines without getting in arrears. The Bolsheviks are 
alive to this necessity and “ Master the machines ” has been 
made the first slogan of the new Five-Year l^lan. 

Much has been said and written — ^probably too much — about 
the “ success ’’ or “ failure ” of the first Five-Year Plan. Such 
uncompromising terms cannot be used, with any approach to 
truth, of a change which will go down in history as one of the 
greatest enterprises to which mjin ever set his hand in any 
country. This only can be said of the Plan — ^that in broad 
outline it achieved a great part of what it set out to do, at a 
cost which was calculated and was deemed worth while. 

Paul Winterton 



A RE-ANALYSIS OF THE 1928 NEW ISSUE BOOM 


In tho December 1931 Journal an anonymous writer gave a 
short account of the 1928 New Issue boom. A re-analysis of his 
data, supplemented from a study of the advertised prospectuses, 
may be of interest. A new valuation, as at April 1933, is also 
included in tho summary tables at tho end. 

For six of the 283 issues listed in the original article no 1931 
valuation was given, and as it is not certain that these were 
valueless they have been eliminated here.^ An error of £300,000 
in the cash subscribed for one issue ^ and some small arithmetical 
errors have been corrected. Tho totals, thus revised, become : 
277 issues with cash subscribed amounting to £114,916,582 and 
a total value at 1931 of £08,133,615, the depreciation being 
41 per cent. 

Tho issues have been divided into {a) old companies, and 
(6) new companies. Tho '' old ” group is further divided into 
issues made by public companies existing as going concerns 
before 1928, issues “ unconditionally giiaranteed ** by similar 
companies, and public issues by companies previously private. 
The “ new ’’ group is further divided into issues by companies 
formed in 1928 to acquire going concerns and stating certified 
past earnings of the business acquired, similar issues not so 
stating past earnings, issues by new Investment Trust Com- 
panies, and issues for new or virtually now ventures. 

I 

The issue of further capital hy an old comiiany in any par- 
ticular year is largely an Jiccident of time, and in the absence 
of definitely unfavourable market conditions a number of such 
issuei^ will appear in any normal year. It seems desirable, there- 
fore, to treat these separately. Of the 277 issues, 41 were made 
by public companies established before 1928; a further 4 were 

^ In tho Market Value column four were described as “ privately held,” 
one 08 “ no dealings,” and against one no comment was made. The Cash Sub> 
scribed for these issues must therefore bo removed to obtain true comparison 
of tho two totals. 

* British and European Timber Trust Limited. 
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fixed-interest stocks of new companies, fully guaranteed by old- 
established concerns. The figures are : 



Subscribed 
in 1928. 

Market Value 
May 1931. 

Depreciation 
per cent. 

41 issues 

£30,273,261 

£27,825,522 

23 

4 issues 

3,915,500 

3,805,500 

3 


£40,188,761 

£31,631,022 

21 


For normal times such a depreciation within three years is 
scarcely a result to fire enthusiasm. But the years following 
1928 saw an exceptionally heavy and general decline in stock and 
share prices. In this period the Bankers’ Magazine index of 
representative securities fell from 127 to 109, and that of variable- 
dividend securities from 155 to 103, so that even “ old capital ” 
which hfid long reached the productive stage suffered severely 
lat the same time. We seem justified in saying that, as a whole, 
the results of this group are surprisingly good. Nevertheless, 
the group average conceals some important individual results. 
One issue of over £1,000,000 was valueless by 1931 ; another of 
£316,000 was valued at £20,570. The issues have been graded 
according to their individual results in Table B (p. 459), 

The third sub-group is comparatively small. It contains 11 
issues by companies formerly private. In seven instances the 
public issue was greater than the previous issued capital. The 
summary totals arc : 


Subsfribod Market Value Depreciation 

in 1928. May 1931. percent. 

11 issues £3,029,810 £2,001,420 28 

Altogether, the 56 issues of established companies and their 
guarantees, representing 38 per cent, of the total cash subscribed 
in the year, show a depreciation of only 22 per cent. The depre- 
ciation of the 221 issues by new companies was some 52 per 
cent., or, excluding the Ford issue with the previous writer, 
62 per cent. 

II 

We now come to the companies formed in 1928. In certain 
cases it w^as difficult to decide whether a company should be 
classified as “ acquiring a going concern ” or as a new venture. 
Where the business acquired seemed likely, on the claims of the 
prospectus, to contribute a substantial part of the company’s 
future earnings, the issue has been placed in the acquisition group ; 
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where an acquisition was only a minor part of the company’s 
declared objects, the company has been classed as a new venture. 

The first sub-group contains 74 issues by companies formed 
to acquire one or more going concerns and stating certified past 
earnings. The great majority gave the profits for at least three 
years; a few gave shorter records where the concern acquired 
had not been operating so long. The summary figures are : 


Subscribed Market Value Depreciation 

in 1928. May 1931. percent. 


74 issues . . £28.886,266 £23,844,300 18 

73 issues (excluding Ford Co.) 26,086,266 16,144,300 38 

The individual results are graded in Table B. 

There is a certain irony in the exclusion of the Ford issue, 
for it has since lost its huge appreciation and in the re-valuation 
at April 1933 actually shows a depreciation of over 15, per cent. I 

Although these companies had as their object the acquisition 
of another concern, the term “ acquisition ” must not be takcQ 
too literally so far as the pulfiic investor was concerned. It 
might reasonably bo expected that the capital raised by a com- 
pany formed to acquire another business would bo mainly ex- 
pended on the ])urchase. Yet in eight instances, not a penny 
was so spent; and in another fifteen, less than half the cash 
publicly subscribed 'was paid in acquisition. Only some twenty- 
five of the issues can bo regarded as made exclusively for the 
cash acquisition of another concern ; and even here the acquisi- 
tion was often far from complete. Indeed, a number of the 
flotations in this group appear as technical devices used by 
‘‘ vendors ” for ends other than literal sale. 

A common practice was for vendors to retain the greater 
part of the ordinary share capital of the new company in con- 
sideration of the sale. In many instances they received 80 per 
cent, and more of the ordinary capital in this way, whilst there 
were cases where the entire ordinary capital was retained 
or privately allotted. In such instances, the public issue was 
entirely or almost entirely in the form of fixed-interest Prefer- 
ence shares with little or no further participation, a small pro 
rata allotment of ordinary or deferred shares being sometimes 
offered in support of the preference issue. ^ Sometimes the 

1 For this purpose, the number of Preference and Ordinary shares offered 
was frequently the same, but whereas the former wore usually £1 shares, the 
latter were often of much smaller denomination. One company offered 125,000 
each of £1 Preference and 1«. Ordinary shares. The remaining 3,37 5,000 Ordinary 
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proceeds were required “for development/’ at other times the 
cash was handed over to the vendors in addition to the ordinary 
share capital. In the one case, the new company was a means 
of raising fresh capital advantageously to the “ vendors ” ; in 
the other, it facilitated the sale, for a substantial cash remunera- 
tion, of a large preferential interest carrying fixed and relatively 
low participation in future profits, whilst still retaining to the 
vendors a more or less full residuary ownership. 

Among those companies which did admit the public investor 
to their ordinary capital, some did thereby offer him an interest 
in a live and mature undertaking — even though they demanded 
a heavy premium for so doing.^ There were other instances, 
however, more especially among those companies in the next 
sub-group, where the promoters relied far more upon attractive 
potentialities than on past results. The prospectus of the 
twenty-fifth new Gramophone-Radio flotation in 1928 informed 
its readers that, on a capital of less than £5,000, the business 
acquired had earned average annual profits exceeding £4,275. 
It confidently estimated that an additional £70,000 capital 
would produce a profit of not less than £62,585 in the first twelve 
months. This was “ a conservative estimate based on past 
results.” “ Expansion ” is altogether too mild a term for such 
a programme; it spells a veritable explosion. Prom the valua- 
tion it would appear that by 1931 the explosion had talccn place 
and had left nothing of value in the debris. 

(Nearly there is a fundamental difference between an issue 
representing a genuine change of ownership, however partial, and 
one designed to raise fresh capital. A subdivision has therefore 
been made, separating those issues where at least 75 per cent, of 
the public cash was paid over to vendors from those where a 
smaller percentage or none was so utilised : 



Subscribed 
in 1928. 

Mark(‘t Value 
May 1931. 

Depreciation 
per cent. 

(A) Cash Acquisitions : 

.33 issues 

£20,804,416 

£21,075,725 

nil 

32 issues (excluding Ford 
Co.) 

18,004,410 

13,375,725 

26 

(B) Other issues : 

41 issues 

8,081,850 

2,768,675 

66 


Soo also Tablo B. 


shares were allotted to the vendors as consideration, and havo proved a remunera- 
tive holding. 

^ One company offered its £1 Ordinary shares at 56s., and other issues wore 
made at 100 per cent, premium. 
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Within this group of “ acquisitions,” in all the varied senses 
of that term, the data collected showed that, broadly speaking, 
the more successful businesses rarely offered a real participation 
in their future prosperity to the public. Of those companies 
which did admit the investor to a substantial equity interest, 
success was entirely confined to those which followed the pro- 
cedure of a literal sale and received the i)roceeds of the public 
issue in payment. On the other hand, the companies which 
admitted the public openly to their ordinary shares in return 
for fresh working capital were uniformly unsuccessful. 

Ill 

Those “ acquisitions ” which failed to state certified past 
earnings of the business acquired may bo dismissed briefly. 
Pigs fti pokes have never been satisfactory business propositions. 
The figures are : 



Subscribed 

Market Value 

Depreciation 


in 1928. 

May 1931. 

1 per coni. 

29 issues 

£8,036,400 

£366,448 

95 


IV 

It remains to examine the results of the 1928 now ventures. 
Of the 118 issues falling in this category, nine were by newly- 
formed Investment Trust Companies, whoso business, as distinct 
from that of the general finance company, consists almost wholly 
in the investment of their funds in stocks and shares. As the bulk 
of the cash subscribed to these nine issues was, therefore, ulti- 
mately invested in securities of long standing, these companies 
were new ventures only in a very limited sense, and they are 
therefore separated from the more truly new ventures. The 
totals arc : 


Investment Trust Co.’s 9 issues 
Other New Ventures, 109 issues 


Subscribed 
in 1928. 

£7,430,220 

20,739,125 


Market Value 
May 1931. 

£6,059,000 

4,631,425 


Depreciation 
per cent. 

32 

83 


The chief groupings among the 109 issues were: Gramo- 
phones and Radio, 21 ; Artificial Silk, etc., 10 ; Finance, 10 ; 
Films, Cinemas, and Theatres, 8; Portrait Machines, 7. Other 






458 


THE ECONOMIC JOURNAL 


[sept. 


interesting undertakings include Safety Glass, 4 ; Coloured 
Photography, 3 ; Automatic Vendor Machines, 2. One company 
was to equip a “ Mobile Seagoing Factory ” to engage in fish- 
canning at sea. 

V 

The Gramophone and Radio companies are sufficiently 
numerous to warrant further details : 

Subscribed Market Value Depreciation 
in 1928. May 1931. per cent. 

(i) Acquisitions with stated 

profits— 4 . . . £182,500 £266,500 45 

(ii) Acquisitions without stated 

profits — 4 . . . 455,000 nil 100 

(iii) New companies — 21 . . 2,772,000 35,000 99 

If one very successful issue in section (i) is removed, the 
depreciation there becomes 80 per cent. 

Of thirteen issues — ^acquisitions and now — by Artificial Silk 
and Hosiery companies, one of £1,170,000 showed 37 per cent, 
depreciation ; the remaining twelve, representing cash subscribed 
to a total of £6,948,900, wore valued at 3 per cent, of that sum 
by May 1931. 

All seven Portrait Machine companies, which raised cash 
totalling £1,161,000, were valueless or wound up. 

Of the 100 companies classed as “ new ventures,'’ twelve 
were formed to acquire foreign or other selling rights from parent 
concerns themselves floated in the same year ! The results of 
this infantile procreation are appalling. None of the twelve 
offspring had any value by 1931, seven of their number being 
wound up. Of the eleven parent concerns, one stood at 2*4 per 
cent, of its issue value, eight were wound u}>, and two had no 
value. 

VI 

The analysis may now be conveniently summarised. A 
revaluation as at April 1933 is added, from which it will be 
seen that whereas the issues by old companies have maintained 
their 1931 figure, the depreciation of the new ventures has con- 
tinued. Apart from the Ford issue, the acquisition group shows 
a small recovery. 

The changes in Table B are interesting. The liquidation of 
companies has proceeded apace, but at the same time the number 
of issues showing appreciation has increased. 



1933 ] A RE-ANALYSIS OF THE 1928 NEW ISSUE BOOM 459 

Table A 

Results of Sub-groups. 



Nature of Issue. 

No. 

Subscribed 
in 1028. 

Market 
Value 
May 1931. 

Deprn. 

%. 

Market 
Value 
April 1933. 

Depm. 

%• 

w i 

rl. Old companies 

41 

£30,273,261 

£27,825,522 

23 

£28,134,000 

23 


2. New companies (guaran- 
teed by old oompanies) . 

4 

3,915,500 

3,805,500 

3 

4,091,063 

nil 

h\ 

8 

3. rublloissucs by old private 
\ compauies . 

11 

3,029,810 

2,601,420 

28 

2,250,141 

38 


y 4. New companies acquiring 
businesses (i)a8t prulits 
stated) 

74 

28,886,206 

i 

23,814,30(1 

18 

19,349,917 

33 

U 

4. Do. (excluding Ford Co.) . 

73 

26,086^00 

J6,U4,30(f I 

38 

16,087,417 

35 

K 

*4a. Do. do. (cash acquisitions). 

32 

JHM4,4J6 

1.3,375,723 

26 

15,008,0.38 

16 

II 

|*4b. Do, (others) . 

41 

8,08US50 

2,768,575 ' 

66 

1,888,470 

77 

6. New companies acquiring 
businesses (certilied pro- 
fits not stated) 

2'J 

8,036,400 

366,448 

95 

210,362 

97 

M 

(J. New Investment IViisfc 
Onmpanies . 

U 

7,436,220 

5,059,000 

32 

3,680,200 

51 


^7. New or virtually new ven- 
tures .... 

'I’utals . 

m 

277 

26,739,125 

6111,910,582 

4,631,425 

£68,133,615 

83 

41 

2,727,379 

£60,443,071 

90 

47 


Table B 

Analysis of Results within Sub-groups. 
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REVIEWS 


The Theory of Wages, By J. R. Hicks. (London : Macmillan 
& Co. 1932. Pp. xiv + 247. Ss, 6tZ.) 

“ The task which is attempted in this book,” the preface tells 
ns, ‘‘ is a restatement of the theory of wages in a form which shall 
bo reasonably abreast of modern economic knowledge.” It 
cannot bo said that the task is accomplished. A theo5ry of wages 
must surely formulate a definite set of principles which deter- 
mines the whole system of w^age-rates (i.e. the various rates ruling 
in the various industries, occiUDations and localities) either in 
actual circumstances or, at least, in the hypothetical conditions 
selected for treatment. Mr. Hicks does not do this, nor, so far 
as I can see, does he attempt it. His discussion of the principles 
governing the distribution of the total labour supply between 
trades (and grades) is, for cxam})Ie, very cursory and inexact. 
Il is easy to criticise the “ Marshallian ” view that the numbers 
employed in any trade result from a balance between demand 
and supply : that each industry or occupation absorbs first (in 
logical order) those workers who are most ‘‘ suitable to it in 
the sense that their productivity there is highest in relation to 
their ‘‘ supply-price (defined as the lowest wage which would 
sufiico to secure or retain their services for that trade) : that this 
supply-price dilTeis as between different workers according to 
their earning-capacity elsewhere, their preferences for various 
kinds of work, their opportunities for acquiring any special skill 
required in this and other trades, their parents’ wealth, their 
access to information about the prospects in various occupations, 
their parents’ occupations, their social connections, their place 
of residence, their means of subsistence if unemployed, and so. 
on — so that there is a sort of “ supply schedule ” of labourers 
for any trade : that each trade absorbs less and less “ suitable ” 
workers until the productivity of the last man taken on (who 
may be the most efficient if he has also the highest supply-price) 
is equal to his supj)ly-price to the trade — so that, given each 
worker’s system of preferences between trades, his aptitudes, 
oi)j)ortunities, etc., and given also the conditions of demand, the 
distribution of labour between trades becomes determinate : 
and that the efficiency-rate established at this “ margin of trans- 
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ference governs the rate throughout a trade in so far as 
competition and mobility are effective within it, — so that the 
more “ suitable men get a rent or surj)lus above their supply- 
price corresponding to their greater degree of “ suitability ” for 
their occupation. All this, I say, offers a wide target for criticism. 
But at least it has the merit of recognising that the wage-rates 
at which various numbers of workers are available at any point 
(the conditions governing their supply) are no less important, as 
a determinant of the numbers employed and the rate paid there, 
than the rates at which they can be absorbed (the conditions 
governing the demand for them) and need equally prominent 
and equally, detailed treatment, and it docs lead to a definite 
statement of the conditions of equilibrium. Mr. Hicks puts 
nothing in its place. He is content to argue (pp. 76-80) that 
“ wages throughout a nation are subject to the equalising force 
of movement in search of betterment and that, although “ the 
equalisation is not completely effective ” even within a trade 
and is “ much less effective ’’ between trades (owing to differences 
in ability, costs of training which few people can afford, and so 
on), yet “ there is in a free market some considerable degree of 
mobility between trades,” with the result that a fairly stable 
system of relations between the rates in various oecu])ations 
becomes established. Ho docs not expound the principles which 
determine how far the movement goes — at what ]ioints it stops 
— and accordingly what distribution of labour and what system 
of rates become established. And in consequence ho puts 
forward no criterion by which it would be possible to judge 
whether the number employed, and the rates ruling, in any 
particular trade or occupation or firm or locality are in equi- 
librium or likely to change. Similarly, lie excludes from the 
theory of wages the reaction of earnings upon the total number 
of w^orkers available. This may, no doubt, bo defended on the 
ground that within the range of w'age-changes encountered in 
practice, the reaction is too small to be taken into account ; but, 
in view of possible migration when we arc considering a single 
country and of the large numbers still living near the subsistence 
level when wo are looking at the world as a whole, it needs more 
defence than the mere statement that “ most modern economists ” 
are content to regard the question of numbers as “ belonging to 
the theory of ])opulation ” (p. 2). Moreover, the reaction of 
wage-rates upon the su])ply of caxiital, though it is rightly given 
great prominence, is not worked out at all fully, so that oven on 
the demand side the influences governing the general level of 
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wages are not described with any approach to exactness. In 
short, it is impossible to extract from Mr. Hicks’s pages any precise 
and comprehensive formulation of. the forces determining either 
the level of wages generally or the relation between the rates 
ruling in different industries, occupations and places. He has 
given us a series of more or less connected comments upon 
certain parts of, and problems in, the theory of wages — ^not a 
statement or restatement of the theory as a whole. 

This is not, of course, a criticism. It means merely that his 
book is less comprehensive and less ambitious than its title and its 
preface might seem to imply. 

It is divided into two parts. Of these the first (Chs. I-VI, 
pp. 1-147), which occupies rather more than half the space, is, in 
the main, a commentary on one element in the demand side of 
Marshall’s theory of wages — the theorem, namely, that in a 
competitive regime ** the wages of every class of labour tend to 
be equal to the net product duo to the additional labour of the 
marginal labourer of that class ” {Principks of Economics^ VI. 
i. 8, p. 518). Save for the last chapter, its value is mainly 
pedagogic. It meets a number of the difficulties and objections 
which the Marshallian analysis is apt to arouse in the mind of a 
beginner. Mr. Hicks writes simple and lucid English un-oncum- 
bered by diagrammatic apparatus and, in these first five chapters, 
reduces his use of symbols to a minimum. Selections from this 
part of his work should, therefore, prove a serviceable adjunct to 
the ordinary text-books. 

One could wish, however, that the author had carried out 
more completely his expressed intention to bring into clear 
relief the extremely abstract assumptions on which alone it is 
rigorously true to say that wages equal the marginal product of 
labour ” (p. 9). His statement of the doctrine as he interprets 
it docs indeed expose several of these assumptions (though they 
are nowhere brouglit together) ; but it introduces one at least 
which is not necessary to the doctrine as it is ordinarily under- 
stood and gives too little prominence to another which is of 
fundamental importance. 

To begin with the first and less vital point. Mr. Hicks takes 
the doctrine to mean that wages tend to equal the marginal 
product of the total quantity of labour “ available (i.e. on offer) 
and accordingly makes it depend on the assumption that all the 
labourer^ must bo emjdoyed. “ Wages, say the text-books, [we 
are not told which and where] tend to that level where demand 
and supply are equal. If supply* exceeds demand, some men will 
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be unemployed, and in their efforts to regain employment, they 
wilf reduce the wages they ask to that level which makes it just 
worth while to take them on ** (p. 4). There may, perhaps, be 
writers who argue thus, but I have not been able to discover that 
Marshall, to whom this version of the tlieory seems to bo attributed 
(p. 5), is among them. His view surely is that, in competitive 
conditions, the . marginal net product of a given number of 
labourers measures the denuiml price for that number {i.e. the 
highest wage at which tliat number can find employment), and 
that accordingly what the wage tends to equal is the marginal 
net product of the number employed. Whether this is the same 
as the number s()eldng employment depends on the conditions 
of supply. There is no reason why the number willing to work 
at the ruling wage, let alone a higher one, should not be greater 
than the number who can find work at it, provided that none of 
those who fail to got jobs are willing to work for less. Per- 
manent unem])loyment is in no way inconsistent with tlie 
“ marginal productivity theory ” as expounded in Marshall’s 
Principles j — or indeed in most other ‘‘text-books.” Mr. Hicks 
is, however, justified in saying that the text-book discussions 
of wages pay much too little attention to the influence of un- 
einploynicnt, and that this whole subject urgently calls for 
further investigation. 

Turning now to tlu^ second and more important point, Mr. 
Hicks does not, as it seems to me, give enough prominence to the 
dependence of the marginal j)roductivity theory, as he states it, 
on the assumption of simple competition in a ])erfect market (or 
certain other highly abstract assumptions). Ho defines the value 
of the marginal net product which the wage tends to equal as 
the value of “ the difference between the total physical product 
which is actually secured [by the employer] and that which 
would have been secured from the same quantity of otluu* resources 
if the number of labourers liad been increased or diminished by 
one ” (p. 8). This is, in effect, the same as Professor Pigou's 
definition {Economics of Welfare, p. 135) and differs, though Mr. 
Hicks does not point this out, from Marshall’s, which is the 
increase (or decrease) in the total value of the employer’s output 
consequent upon his employing (or dispensing with) a small 
increment of labour (Principles, VI. i. 8, p. 521, and Math(>matical 
Appendix, note xiv, p. 849)^^ The difference, of course, is that 
Professor Pigou’s definition docs not, while Marshall’s does allow 

^ Marshall commonly speaks of tho ia>t ” iiicroaso ‘ alter allowing for 
incidental expenses,” but that practice is not in point hero. 
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for the reduction in the soiling value of the rest of the employer’s 
output consequent upon his putting a little more on the market : ^ 
it is only when this element is negligibly small as compared with 
the value of the additional product * that the value of the marginal 
net product on the twd definitions is the same : and it is not 
negligibly small unless either (a) the employer can discriminate 
in the price ho charges for different units of his output so per- 
fectly that a small addition to his sales can be made without 
causing him to reduce appreciably the total charge for the rest 
of his output ; or (i) the elasticity of the demand for his output 
is very large,* which it may be either (i) if the elasticity of the 
demand for the total output of the commodity he produces is 
very large,** or (ii) if he supplies only a small fraction of the total 
output of the commodity, compotes freely with the other suppliers 
and sells in a market which is perfect in the sense that custom will 
bo transferred to him (or from him) wholesale if his price differs 
from that charged by others to any the smallest extent. There is 
no tendency for the wages of a given type of labour to equal its 
marginal net product in the sense defined by Mr. Hicks unless 
one or other of these conditions is fulfilled (the third is the only 
one to which approximations are likely to be found at all fre- 
quently in practice and the only one with which Marshall concerns 
himself).^ For the general condition for maximum profit is, of 

* a X is tiio employor’s output, j) its pric<^ per unit, 8x tins (siuull) iiUToaso in 
his output obtained by employing a small additional inerciuent of labour, anil 
8p, a negative quantity, the ehaiigo in price per unit caused by putting this on tho 
market, p ,hx is tho value of tho marginal not proiluet on Professor Pigou’s 
deliiiitiou, p . 8a; 4- ® • Sp on Marshall’s. In some eireunistances, 8p may bo 
positive, but this possibility may ho ignored hero. 

2 (p . 8x.) 

3 For wliore all ^mits of his output are sold at tlio sumo prieo, tho elasticity 
of tho demand for his output is* 7^ . dxjx , dp; i.c. the reeij)roeal of tho ratio of 
the change in tho soiling value of tho rest of his output to tho value of tho incre- 
ment of output, with the sign changed. 

* When tho market is imperfect, tho cuncoption of elasticity of demand for 
tho total output present s notorious <liQicultie8, which cannot bo considered here. 
For the present purpose it must sutTico to say that iu this case the phrase should 
be taken to refer to tho part of the market which is served by the employer in 
question. 

® Marshall indeed, while clearly bringing out tho dist-inction between tl»e 
addition which an increment of any factor makes to tho value of its employer’s 
output and tlie value of tlio addition which it makes to his outjnit, and declaring 
it to bo a “ dominant fact in tho theory of monopolies ” and “ in tlio case of any 
producer who'has a limited trade connection which he cannot quickly enlarge ” 
(op, cit.y p. 517 and p. 840), hold tliat “ wl^n wo aro studying the action of an 
individual undijrtakor witli a view of illustrating tho normal action of tho causes 
which govern the general demand for the several agents of production,” wo .should 
” avoid cases of this kind ” and ” tako our normal illustration from a case in which 
tho individual is only one of many who have efficient, if indirect, access to tho 
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course, that what Marshall called the employer’s “ marginal 
outlay ” on that tyj)o of labour (t.e. the addition to his total 
outlay incurred by employing a small additional quantity of it) 
should bo equal to the increase in his total receipts which he 
obtains by employing it — which we ma^ perhaps, using a phrase 
adopted by Prof. Vincr ^ and others in a rather different sense, 
call his “ marginal revenue ” from it. And if we are to say that 
the labour’s wage (as distinct from the marginal outlay upon it) 
is to be equal to the value of its marginal net product, similar 
conditions are required on the supply side. For the additional 
outlay required to secure an increment of labour (or any other 
agent) includes not only the wage or price which the employer 
pays for it, but the change in what he has to pay for the rest of 
his supply.2 This second element will only be negligible if either 
(c) an addition to the total quantity of the labour available * 
can be obtained without raising the wage offered for it or {d) 
our employer employs only a small fraction of the total supply, 
competes freely with the other employers for its hire and 
hires it in a perfect market, or (e) the labour already in his 
service will remain without any considerable increase in w^age 
and he can discriminate so j^crfectly in the w’age he pays for 
different units of the labour that a small addition to the quantity 
he employs does not appreciably affect what he pays for the rest."* 
For practical pui'poses ® we may say that the circumstances in 


market ” : so that “ for tho purpose of illustrating a part of the general action of 
the laws of distribution wo aro justified in speaking of tho value of the net product 
of tho marginal work of any agent of production as tho amount of that net product 
at the normal selling value of tho product,'’ i.e. as p . hx (pp. 849-50). His prac- 
tkso of speaking thus is liable to mislead, has indeed misled, careless readers into 
supposing that ho defines tlio marginal net product of an agent by tho expression 
just quoted. This lie most emphatically and cxjjlicitly does not : lie merely 
treats this expression as equivalent to his definition in tlio ])artieular and, as he 
would say, “ normal,” ease which ho selected as his staiidiinl illustration of tho 
gonorul law. 

^ Zeitschrift fiir XationalOkonomie, Hand ITT, Heft 1, September 

* This will bo a positive or negative quantity aceording as an increase in 
demand raises or lowers the price or wage per unit at wliicli it can bo obtained, 
blit for our present purpose tho latter possibility may bo ignored. 

* For roasoiis analogous to those given above, this must, in tho ease of 
market imporfoction, bo taken to mean availublo in tho inurkot which servos 
our employer. 

* Wo may say, if wo like, that in cases (c) and (tZ) tho ‘‘ elasticity of supply ” 
of the labour to our employer is very large. 

® This condition does not secure that all tho units of tlio labour aro paid a 
wage equal to tlio v'aluo of tho marginal not product, but only that the marginal 
unit — that with tho highest supply price in relation to its ofliciency — is. 

* But not in a thoorotical discussion whoro generality is aimed at : for then 
account must bo taken of tho other combinations of circumstances alluded to. 

ii2 
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which the general condition for equilibrium, an employer’s 
marginal outlay on an agent equals his marginal revenue from it,” 
reduces to “ the price of an agent equals the value of its mai^^liml , 
net product, as defined by Professor Pigou and Mr. Hicks,** kre 
that the agent should bo hired and its product sold under con- 
ditions of simple competition in a perfect market, i.c. that the 
conditions indicated above under (6) (ii) and {e) should hold.^ 
Though Mr. Hicks quite explicitly confines the doctrine to 
“ competitive equilibrium ” in a “ free market,” ho nowhere 
defines these terms nor therefore brings out fully the character 
and significance of the limitation. He could have made the 
“ extremely abstract assumptions,” on which alone the doctrine 
is rigorously true, clearer if he had started, as Marshall docs, by 
enunciating the general condition for maximum profit (marginal 
outlay equals marginal revenue) and then proceeded to sliow 
what artificial conditions have to be introduced in order to reduce 
tliis to the familiar “ marginal productivity ” doctrine. Peda- 
gogically this approach is helpful, and it would surely have led 
to a more thorough and satisfactory discussion of the tendency 
towards “ exploitation.” 

The notion of “ exploitation ” is central in the modern 
defence of wage regulation. Mr. Hicks regards the phenomenon 
as being on the whole unimportant. He may well bo right. 
But his argument (p}). 82-6) w^ould have been more convincing 
had it been based on a clear fiiialysis of the reasoning advanced 
on the other side, it is certain, for examj)le, that a monopolist 
(unless the demand for his product is infinitely elastic or he can 
discriminate in his charges with a very high degree of nicety) will 
to some extent exploit his labour (and every other hired factor) 
in the sense of paying it loss than the value of its marginal net 
product as defined l)y Mr. Hicks : ^ for his “ marginal rev^enue ” 
from it (which constitutes his demand ])rico for it and to which 
lie equates his marginal outlay upon it) must bo less than the 
value of the last increment which it contributes to his output, 
since in his case a small variation in his output has an a])preciablo 
effect on the price at which he sells, and the second element in 

^ If tho marginal not product ** bo interprotod in Marshall’s sense, only the 
first of those two conditions is roquirod- — tho agent must ho hired under condi- 
tions of simple competition in a perfect market : thiTO may be any dogroo of 
monoiioly or market irnpt'rfoction in the sale of tho product. It should perhaps 
bo said that tho wholo argumont is based on tho assumption that the quantities 
of tho agents and of tho product aro capable of small variations and that all tho 
relevant functions aro continuous. 

* Tho fact that some rosourcos aro oinployod to incroaso the value rather 
than tho volume of output is ignored here and throughout. 
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“ marginal revenue^’ is not negligible. And this holds not only 
inifj^he case of monopoly but whenever there is an imperfect 
^markfet or the employer supplies a substantial proportion of the 
total output. But, although there is exploitation ” in these 
cases, it does not folloio that the wage can be raised without causing 
a contraction of emphyment ^ — a point, and an important one, 
against the case for wage-regulation and collective bargaining as 
it is often presented which Mr. Hicks does not make, though his 
general attitude to those policies is critical. For that to hold 
good the wage must be less than the employer\s demand price for 
the labour {i.e. his “marginal revenue” from it or, in other 
words, the value of its marginal net product as defined by Marshall), 
Various circumstances may secure this — the most noteworthy 
being that which is formulated by Professor Pigou and considered 
by our author; viz. that a snicall variation in the quantity of 
labour hired by our employer (or a group with whom ho acts in 
concert) appreciably affects what ho (or the group) pays for the 
rest of his (or its) supply — as it probably will, for example, if 
additional supplies of the labour in question can only bo obtained 
by the offer of higher rates and he (or the group) monopolises the 
market for it in tlio sense of employing all, or a large proportion, 
of the total supply. It is the prevalence of exploitation in this 
sense which advocates of w^agc-regulation have to establish if 
they are to claim that “ exploitation ” makes a wage-increase 
])ossible without a contraction of employment. And its preva- 
lence is not so easy to establish in this as in the other sense. 
Their most promising resource w^ould probably bo to rely, as 
Adam Smith did 150 years ago, on the employers’ open or tacit 
understandings not to bid against each other for labour. 

Mr. Hicks’s position on the whole matter seems to be that, 
as a rule, a monopolist’s power to control the price he charges 
and the wage he pays is in the long run so narrowly limited by 
potential competition ^ that exploitation in either sense (he does 
not distinguish them) is unlikely to go to any considerable 
lengths.® He is probably right in claiming that monopolies aix) 
in the long rim not nearly so strong as they appear to be and that 
the advocates of wage -regulation are apt to over-stress the 

^ For if tho wago wero formerly equal to tho dcmiintl price for the employer s 
labour, i.c. his “ mnrgiiiul revenue ** from it, a riso would make it greater and it 
would no longer be worth his while to employ so much labour . 

* In other words, that potential competition makes tho demand for his output 
and the supply of liis labour highly elastic in tho long run. 

* Marshall seems to have taken a somewhat similar, though loss extreme view 
{op, cit,, VI. xiii. 8, p. 705). 
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practical importance of the tendency to exploitation. But he 
is in danger of running to the opposite extreme. And it must 
bo remembered in theoretical discussion that any degree of 
market imperfection, whether in the sale of the product or in the 
hiring of labour (to say nothing of open or tacit understandings 
such as Adam Smith envisaged), opens the door to exploitation 
01 one t>T)e or the other in some degree.^ 

Chapter VI, on “ Distribution and Economic Progress,” is 
different in character from those which go before it. Here, and 
in the Appendix attached to it, Mr. Hicks breaks new ground and 
brings a mathematical apparatus to bear. This part of his work 
is therefore less suitable for the beginner but of more interest to 
an advanced student. In the course of it he introduces and 
defines mathematically a concept which is, I think, new and 
may well prove fruitful — the “ elasticity of substitution ” of a 
factor of production. This is a measure of the case with which 
tho factor in question can be substituted for the others, and is 
used ingeniously for combining into a formula and, in one respect, 
modifying tho four rules laid down by Marshall as determining 
the elasticity of a derived demand. Even hero more precision 
might perhaps have been expected, but the treatment is neat 
and further elaboration will doubtless follow. Tho author is to 
be congratulated on a very pretty contribution to pure theory. 

Pure theory, however, it is, and the attempt made in tho rest 
of the chapter to use it for interpreting and foreeasting tho results 
of economic progress in the actual world raises certain misgivings. 
The rigid assumptions which arc made in order to simplify tho 
analysis (e.g, that there are no economics arising from an increase 
in the quantity wf resources in general at the disposal of tho 
community) deprive the theoretical conclusions of generality; 
and there is no good reason for thinking that the special cases to 
which they apply arc tliose most often found or most closely 
approached in practice -rather the contrary. Simj)lification of 
this kind is, of course, perfectly legitimate in a purely theoretical 
treatment and as a first approximation; but before the results 
are applied to the real world something more should be offered 
than a mere assurance that “ it does not seem i)robable ” that 
removal of the simplifying assumptions would cause a “ very 

^ Since this notice was written Mrs. J. Kobinson lias published her study of 
The Kconomics of Imperfect Competition, in whicli she analyses tlio tendency to 
exploitation on linos similar to those followed licre. Her treatment is more 
elaborate than is possible in a notice such us this, but it also presents certain 
differences of detail. It has therefore seemed worth while to lot tho above para- 
graphs stand. 
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great ” “ divergence ” from them (p. 241) — something in the 
nature of a proof is surely wanted. If economics is to be taken 
seriously as a science, its exponents must not shrink from the 
difficulty of constructing an apparatus capable of dealing with the 
material presented to them. As regards the ])articular case 
before us, confidence in the practical conclusions reached is 
not enhanced by the statement on p. 121 , “ under the assumption 
of competition, it inevitably follows that an invention can only 
be profitably adoj)twl if its ultimate effect is to increase the 
National Dividend.” A more fundamental doubt is raised by 
the “ grave weakness ” frankly recognised on p. 113 : if we use 
the apparatus here employed in our analysis of the effects of 
progress, “ although we are really dealing with a community in 
constant change, and comparing two stages of that change, we 
are obliged to assume that in each case the system is in equi- 
librium.” And here the assurance that ‘‘ the error from this 
source will generally be quite small if we are comparing two fairly 
long periods separated by a considerable span of time ” is pecu- 
liarly unconvincing :—prima facie, many of the errors would seem 
to bo cumulative through time. The technique employed in the 
old equilibrium economies of the nineteenth and early twentieth 
centuries is, no doubt, admirably suited to display the conditions 
which a position of equilibrium (long-period or short“])eriod) 
must fulfil. It is not wtH adapted to describe and predict the 
process of growth and change. For that ])ur])osc a new tcehniquo 
is urgently needed. 

The second part of the book, in wdiieli the author puts forw^ard 
liis most f«ar-roaehing conclusions and those which bear most 
directly on practical problems, begins (Ch. VII, pp. 13(1-58) with 
some theoretical discussion of industrial disputes wdiich does not 
carry us much beyond, if indeed so far as. Professor Pigou’s 
treatment in Principles and Methods of Industrial Peace and the 
chapter on the same subject (Part III, (^h. VJ) in the Economics 
of Welfare, and is not so refined and illuminating as Dr. F. 
Zeuthen’s recent contribution to the subject (Problems of 
Monopoly, Ch. IV). The interpretation of the “employers’ 
concession curve ” and “ the trade unions’ resistance curve is 
hazy and it seems impossible to extract from them the conclusions 
which are based upon them (while the employers’ power of 
resistance and the unions’ belief about it are somehow' left out 
of the picture). 

Next follows a short sketch (Ch. VIII) of the growth of trade 
union power, remarkable for the claim that before the war, even 
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in the immediate pre-war period,” neither in steady industries 
nor in those where the demand for labour fluctuated greatly 
“ was the average level of wages, even over a short period of 
years, probably affected to any great extent ” by trade union 
action (p. 170). It is tho next two chapters, on “ Wage Regula- 
tion and Unemployment ” and ‘‘ Further Consequences of Wage 
Regulation,” which contain the kernel of this Part and in a sense 
of tho book as a whole. 

They paint an extremely gloomy picture of tho consequences 
which follow from an attempt, whether by trade unions or state 
regulation, to fix w'ages “ higher than would have been paid in a 
competitive market ” (p. 178). [Whether this means “ higher 
than would have been paid in the absence of regulation ” is not 
quite clear, since it has been conceded earlier (Chapter IV) 
that the w'orking of competition is slow and not absolutely 
perfect and that full competitive equilibrium is never attained 
in practice (p. 86)- -but apparently it does.] Tho unrelieved 
sombreness of these chapters and their wide sweep make a 
certain nesthetici appeal ; but the reasoning is too vague, incom- 
plete and inexact to have any considerable value scientifically. 
So difficult is it, for one reader at any rate, to arrive at any 
interpretation of tho argument which is at all precise, that 
detailed criticism would bo fruitless. It must suffice to indicate 
what seem to bo the main sources of obscurity. 

The central thesis is this : that if wage-rates generally are 
forced above “ tho competitive level ” (whatever exactly that 
may be), unemployment will bo caused in two ways : (i) by th(^ 
“ tendency for capital to shift from the less capitalistic to the 
more capitalistic trades ” (and methods) (pp. 187-8), i.c. to “ those 
w^hich use a relatively large proportion of capital to labour in 
making a unit of product ” (p. 187), from those whicli use a rela- 
tively small proj^ortiori : (ii) l}ecause ‘‘ tho total supply of 
capital ” will be diminished (p. 193), since capital will be “ lost ” 
(p. 193), “ eaten into ” (p. 193), “ consumed ” (p. 199), “ de- 
stroyed ” (p. 199), “cut into” (p. 200), “dissipated” (p. 206) 
or “ decumulatod,” and “ savings ” therefore checked (p. 193). 
Unfortunately “ capital ” is not defined and wo are not told how 
quantities of it (or indeed of labour) are to be mofisured, and 
similarly of “ saving.” Presumably, these are “ matters which 
properly belong to the theory of capital ” (p. 200). But until 
they are cleared up it is impossible to follow Mr. Hicks’s reasoning ; 
and surely a theory of wages may not unreasonably bo expected 
to include a precise and intelligible explanation of the processes 
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through which wage-rates influence employment. For instance, 
it is not immediately apparent why employment should bo dimin- 
ished in the first of the two ways above distinguished. If capital 
means concrete capital goods, those are themselves the product 
of labour, so that, it would seem, the rise in wages must cause a 
proportionate rise in their cost of production ^ and consequently 
(if there is no change in the rate of interest) in the annual charge 
incurred by employing them. Similarly, if “ capital ” bo 
identified with “ waiting,” the rise in wages causes a propor- 
tionate rise in the amount of waiting involved in the creation and 
use of a given instrument ; or again, if we take it to be in essence 
the employment of labour in roundabout methods of production,” 
the cost of roundabout methods is raised in the same proportion 
as the cost of direct methods, so that, given the same “ time- 
preference ” or agio on present goods as before, the relative 
advantages of the two would appear to bo unaffected. On all 
the ordinary inter] )retations of capital there would seem to bo no 
change in the n^Iativc advantages of more capitalistic and less 
capitalistic methods unless and until tlio rate of interest falls. 
And though Mv, Hi(;ks allows for the effect of a fall in the rate of 
interest as a secondary influence, it is as a secondary influence 
only, there being, according to him, a shift over to more capitalistic 
metliods quite inde])endentlv of this. It may indeed be argued 
that the immediate effect of a rise in wages u])ou employment is 
likely (not certain) to l)e less unfavourable in the more capitalistic 
trades than in the less capitalistic, since the supply of durable 
capital is fixed for the time being and the charges in respect of it 
are “ overheads ” which do not enter into short-period supply- 
price. But on this reasoning there would bo a fall in the value 
of durable capital goods (due to their d(HTeased earning-power) 
at the same time as the cost of producing them rose, with the 
result that tlie incidence of unemplo}incnt in capital-producing 
trades would bo particularly heavy — ^^vhich is the exact opposite 
of the result which Mr. Hicks’s theory leads liim to expect from 
the shift to more capitalistic methods. And it seems clear, in 
any case, that his argument docs not refer to immediate reactions 
of this kind, but to long-range effects.^ The whole matter would 
surely have been much illuminated if Mr. Hicks had not been so 

^ III tho long run, of coiirso, and subject to tho necessary correction whore 
factors which are neither labour nor capital enter into their production. 

* Substitution, during this transitional period, of instruments produced by 
highly capitalist ic for those produced by loss capitalistic industries may, of courso, 
have a permanent effect on tho methods employed ; but this again does not seem 
to be tho kind of influence whieh Mr. Hicks has in mind. 
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determined to avoid the “ incursion into capital-theory ” which, 
as he himself admits (pp. 200-1), is necessary for an accurate 
description of the processes under consideration. 

Again, Mr. Hicks excludes from consideration the monetary 
reactions of wage-policy. He recognises that “ the kind of 
process wo have been examining would itself have reactions on 
the monetary machine; and these would have further reper- 
cussions on the ‘ real ’ process ” (p. 212). “ But,” he continues, 

“ perhaps the writer will bo excused if ho decides that, for the 
present, these repercussions lie outside the Theory of Wages ” 
on the ground that there is no general agreement among econo- 
mists about the character of the reactions. But it is not possible 
to separfite “ the real process ” from “ its monetary reactions ” 
in this way when we are dealing with all-rouml changes in wage- 
rates — even if it be possible when we are concerned with changes 
in a single occii])ation y)hiying a small part in tin? total a(;tivity 
of the community. For in a monetary economy it is through the 
monetary mechanism that the effects of such a change are brought 
about, and their nature cannot be discovered or understood 
without a clear analysis of that mechanism : the monetary 
reactions, in fact, are not simply ‘‘ repercussions of ” the ])roccss 
set up by the change, they are the process and must occupy a 
central position in any analysis of it. The only way to get rid 
of them is to postulate a barter-c^conomy ; and this Mr. Hicks 
docs not do his discussion hovers between what would happen 
in a barter-economy and what does haj)pen in a money-economy. 
He seems, for example, to suppose ihat monetary disturbances 
may be neglected if the wages fixc'd are supposed to be “ real 
wages ” in the sense of money wages corrected for movements 
in the price-level of consumption goods ” by means of “ cost of 
living sliding-scales” (pp. 211-12) — ^which is manifestly untrue. 

Thus, the obscurity and lack of precision which mar these 
chapters spring, I believe, from the attempt to narrow down the 
theory of wages by excluding from it any discussion, first, of the 
nature of capital and the processes governing its supply, and, 
secondly, of the monetary reactions set up by changes, or 
discquilibria, in wage-rates. G. F. Shove 

Economic Scarefi. By Edwin Oannan. (London : P. S. King 
and Son. 19:33. Pp. vii + 135. 45. Od.) 

Into his latest book Professor Cannan has collected four 
essays, the most considerable of which, entitled ‘‘ Too Little 
Saving,” has not been previously published. Of the other three 
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essays, “ An Adverse Balance of Trade ” has already appeared 
in pamphlet form under a slightly different title ; while ‘‘ Not 
Enough Work for All ” and “ Over-Population ” were originally 
published in this Journal for September 1932 and December 
1931 respectively, also under slightly different titles. As appen- 
dices, forecasts of population and natality which Professor 
Cannan made nearly forty years ago and published at the time 
are reprinted. 

When, not so long ago, the city editor of one’s daily news- 
paper seemed about equally worried over the national finances 
and the balance of trade, one felt he might possibly be able to 
give better advice if he could only make up his mind which 
would be the first of the two to bring about “ national bank- 
ruptcy,” and exactly how this obscure phenomenon would show 
itself when it arrived. Into discussions of this order the essays 
in this book come like a breath of fresh air in a stuffy room. 
To our modern mercantilists Professor Cannan gives as little 
quarter as they deserve, while the “ great British Economy 
Stunt of 1031-2 ” is shown up in all its garish absurdity. Few 
will disagree with Professor Cannan when he argues that “ general 
unemployment is the result of a general asking too much ” 
(p. 41); or when he refuses to believe that “great inconvenient 
changes of price level arc as unavoidable as changes of weather ” 
(p. 40). But when ho remarks, with characteristic puckishness, 
“ I am convinced that the present trouble is duo to the reigning 
school of monetary ex])crts having mixed u]) the rate of interest 
and the purchasing power of money in such confusion that they 
no longer know^ how to maintain or raise a piice level,” one 
hopes that Professor Cannan will tell us in a future book precisely 
what form the confusion has taken, and indicate incidentally 
which he regards as the reigning school. Or does he, as his 
review of Mr. Alston’s book in a recent number of this Journal 
might lead one to siqipose, disagn'e impartially with the whole 
of the rest of inforined opinion ? Nor can one feel quite satisfied 
with his conclusion that if the world is too stupid to learn sense, 
it must at least learn to submit more gracefully to deflation. 
Purely here, if anywhere, lies what case there is for a measure of 
economic nationalism. For if a single country learns how to 
control its price level, is a paper standard not preferable to the 
neglect of that know'ledge ? 

The third and longest essay gives an exceedingly clear account 
of the process of accumulation, and Professor Cannan, after 
discussing the sources from which the savings of to-day are 
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derived, makes out a strong case for believing that the accretion 
of capital in this country, even in the years of post-war slump, 
has proceeded more rapidly at least than a great many people 
have suggested. Tn his final essay, Professor Cannan compares 
the population outlook to-day with what it was a hundred years 
ago, and suggests that it is only a matter of time before what 
has happened in the West happens in the East also. The world 
as a whole now seems safe against general over-population — 
though, as Professor Cannan would probably agree, to lay the 
devil completely from a purely national point of view, it is 
necessary to discuss the trend of the country’s barter terms of 
foreign trade. The forecast of population which Professor 
Cannan made in 1895, and which one imagines must have been 
received at the time with surprise, if not with incredulity, has so 
far been more than vindicated : he suggcstc'd that the j)opu- 
lation of England and Wales was likely to become stationary 
in about 1995, whereas it now seems probable that this will 
happen within the next twenty years or so. ’Flic comedies of 
the “ official estimates ” of those days, and of the two Govern- 
ment departments who refused to recognise each other’s exist- 
ence, are indeed aTuusing, and would be even more so did not 
official statistics still display such a melancholy lack of co-ordina- 
tion. Finally, Professor Cannan reprints the forecast of natality 
which he made in 1901, adding the actual natality since then by 
way of footnote. Naturally, these figures n'inforco th(^ con- 
clusion of his essay on over-population. Proh'ssor (Jannan 
certainly deserves our congratulations. 

IfAROLi) Earoer 

University College^ 

London, 

Unemployment and Inflation. By Alfred Hoare. (P. S. King. 

19:i3. 2d.) 

I.v this short pamphlet our 'Jreasurer, Mr. Alfred lloaro, 
expounds once more some fundamental notions of his concerning 
the method by which we should deal with unemployment, which 
deserve more consideration than any proposal so contrary to 
usual ideas of what is right and respectable is likely to receive. 
Mr. Hoare’s view is in effect that in existing circumstances it 
would be much wiser to unfund part of the public debt than to 
fund it. He would, therefore, buy up about £35,000,000 wol^i 
of long-dated public debt by means of open-market operations 
or by inviting tenders with the result of increasing the Bank of 
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England deposits by tlio same amount. He recommends, in 
addition, that there should be a substantial reduction in the rate 
of interest charged by the Public Works Loan Board, bringing the 
rate down to 2 per cent, or 2^ per (jcnt. for various aj)pr()vcd 
schemes. Hero also Mr. Hoare’s proposals seem to me to be of 
an entirely right tendency. 

One sentence may be quoted which is excellently expressed : — 

“ The whole thiiig bears the aspect of financnal jugglery, and I 
think brings into clearer light the fact that the National Debt as 
a whole is of the nature of financial jugglery ; it is in reality one 
of the means by whi(;h the national output is distributed amongst 
consumers, but has very little to do with the volume of that 
output.*' 

Mr. Alfred Hoare’s Bank is now, I think, the oldest Bank in 
the country to have maintained its unbroken individuality. 
Mr. Hoarc has had time to discover truths still hidden from his 
parvenu brethren ! 

J. M. Keynes 

Increasing lieiurn. A Study of the Relation between the Size and 
Efficiency of Industries, with special reference to the history of 
Selected British and American Industries, 1850-1910. By 
the late 0. T. Jones; edited by Colin Clark, Jjocturer in 
Statistics in the University of Cambridge. (Cambridge : 
University Press. 1933. J^p. xvi + 300. 18**. net.) 

C. T. Jones died at the untimely age of twenty-six. For 
some three years lu? collected the material for this highly original 
work in Great Britain and the United States ; for the first i)art 
he received the Adam ymitli Prize at Cambridge in 1926, and for 
the coni])lete thesis he was awarded the Ph.l). degree by the same 
University in 1928. B(d’orc his death he was planning an extension 
of his researches in Germany. “ It is clear,” he says in his 
IntrodiKdion, ‘‘other things being equal, that improvements in 
industrial efficiency, wJuTcbi^ Uk* j)]i>'sical quantity of resources 
consumed in the production of a unit of a particular commodity 
is reduced, will increase economic welfare by enabling people to 
satisfy more wants with a given elTort. It is niy purpose in this 
investigation to inquire how far this economy of means towards 
ends progressed in certain industries during the closing decades 
of the nineteenth and the first decade of the twentieth century, 
and to what extent the eluiiiges were due to the expansion of the 
iTfdustries.” The industries investigated were the London 
Building Industry, 1845—1913, the Lancashire Cotton Industry, 
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1845-1913, the Cleveland Pig Iron Industry, 1883-1925, the 
Massachusetts Cotton Industry, 1845-1920, and the American 
Pig Iron Industiy, 1883-1925, and there are statistical appendices 
relating to each subject. 

The Introduction of 57 pages is occupied by . a discussion of 
the various technical economic terms which are ajipropriate to 
the purpose of the book and by an account of his method. In 
measuring in (Teasing return the first step is to ascertain real costs, 
and “ it seems reasonable to presume that the trend of selling 
prices in an established industry is closely paralleled by changes 
in the money costs of production with n(U*mal profit. That is to 
say, that the normal price of a commodity is equal to the average 
full expenses of producing it.” “ The statistical problem 
resolves itself into tlio construction of index numbers which will 
show the ratio between the selling prices of a given product over 
a period of years, their correction for changes in the money cost 
per efficiency unit of the factors engaged in its production, and 
the correlation of the index of changes in real cost thus obtained 
with changes in the physical volume of production in the industry 
and in the several firms.” The method of deriving index numbers 
of real cost (i.e. “ the equivalent of the average annual selling price 
of the product in terms of the factor-prices ])rcvailing in the base 
year ”) from selling price data is then set out at length. Altogether 
five different sets of index number’s were com})uted for each 
industry, reflecting changes in the sup])ly prices of the factors of 
production (labour, materials, and other expenses), changes in 
the ])rice of tlic product, changes in the physical volume of pro- 
duction, changes in the outlay on the diffcTent factors of pro- 
duction, and changes in the average size of establishment; the 
last two series are given where data are available. 

It is impossible here to follow the appli(;ation of these pi incipk‘S 
and methods to the several industries, but the very interesting 
character of the results is indicated by the following quotation 
from the conclusions ; “If my indi^x numbers arc to be trusted, 
it would appear that the cost in tcTins of resources of constructing 
buildings in London and of maintaining them in repair fell about 
18 per cent, during the latter half of the nineteenth century, 
while the corresponding fall in the cost of manufacture of un- 
bleached cotton piece goods in Lancashire was 22 per cent. 
During the first decade of the jircsent century, the efficiency of 
the cotton industry fell 5 per cent, and that of building only 
1 per cent., so that the net change in the real costs of production 
between 1850 and 1910 was 17 per cent, in both industries. Tim 
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available information concerning iron smelting in England does 
not cover so long a period, but there seems to have been no 
appreciable net change in the efficiency of the industry in the 
Cleveland district during the twenty-five years 1885-1910. At 
first sight these results are surprising, for the building industry 
nearly trebled its output between 1850 and 1910, while the cotton 
industry was three and a third times as great in 1910 as in 1850, 
and the production of pig iron on the north-cast coast of England 
expanded from 2,500,000 tons in 1890 to 3,500,000 tons in 1910. 
One is reassured, however, by the results obtained for the corre- 
sponding American industries, which show fai* greater absolute 
changes in efiiciency than the British industries, but about the 
same rates of change relative to the growth in the physical 
volume of production.” More generally, he concludes : “ The 
nineteenth century was characterised by a progressive diminution 
in the quantity of resources consumed per unit of product in 
British manufacturing industries. By the close of the century, 
how'ever, this movement liad s])ent its force, so that real costs 
rcmaiiK'd almost constant during the first decade of the twentieth 
(jentury in at least three of the basic industries of Great Britain. 
This change was accompanied by an adverse movement of the 
real rate of intorcliange b(*twccn British and foreign goods, so that 
the real cost to Bihaiii of lier imports (bought largely with goods 
made with iron, cotton, and coal) })robably increased; the con- 
tem])oraneous economies effected in the ‘ finishing ’ industries 
being insufficient to offset the combined effect of the adverse move- 
ment of the rate of interchange and the rise in the real costs of 
the materials used in tlu? ‘ finishing ' industries. In consequence 
of these developments, the per capita real income of the United 
Kingdom showed no increase between 1900 and 1913, though 
it had increased steadily during the nineteenth century.” 

One hesitates to accept the last conclusion without further 
investigation, and Mr. Jones’s methods and conclusions must be 
subjected, as he would have wished, to careful scrutiny. It is 
the more to be regretted that the man who opened such valuable 
new fields of inquiry should have gone from us .so soon. 

Hknkv \V. Macuosty 

The Corn Laws and Social England, By C. K. h-vv. (Cambridge 
Univ^ersity Press, 1932. Pp. xii -f- 223. 10.s‘. 6d.) 

It is frequently said that the early Coi’ii Laws looked to the 
interests of the producer, but that after 1765 a growing tenderness 
for the consumer led to a reversal of aim. Malthus notwithstand- 
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ing, Mr. Fay urges that until 1815 there was no deviation from 
original policy, and that the changes of 1773 were simply an 
adjustment of the law to altered conditions of the market. If, 
however, he maintains that the Corn Laws as a whole aimed at 
rough justice between the two interests, he is not of those who 
claim that the bounty on exports was of itself Kencficial to the 
consumer, and he rebuts with vigour the strictures that have 
recently been passed by more than ime historian on Adam Smith’s 
treatment of the matter. In particular, to Mr. LipSon's argument 
that since the bounty brought more land under the plough it must 
also have served to lower prices in Britain, he makes the just 
reply that this would be true only if production had been subject 
to strongly increasing returns, and adds that for this the critics 
have put forward no proof whatsoever. 

The Act of 1815 marked a real break with tradition : “it 
sought to fasten on a country at peace the protection furnished 
by a generation of war.” The story of its breakdown and that of 
the substitutes of 1828 and 1842 is well told. But though, in 
dealing with the sliding scales, Mr. Fay explains that, by delaying 
imports when prices were rising, they tended to defeat their own 
end, he fails to bring out the more fundamental point that this 
end of stable prices could be attained by sliding duties only 
granted a particular and permanent relationship between the 
elasticity of demand for wheat and that of supply. His main 
conclusion is that during the years 1815--184(>, wliatcver fiscal 
arrangements had been in force, foreign grain could never have 
played an important part in British economy. The fact that 
Polish corn was warehoused in Britain and poured out of bond 
whenever the free import price was touched, led both reformers 
and agriculturists to exaggerate the magnitude of possible supplies 
from the Baltic. And since it was not until the ’forties that 
America was in a position to cxjxnt on a large scale, “ the repeal 
of 1845 removed obstructions just when their retention would 
have caused them for the first time in C.Wn-Law history to raise 
materially the price of English bread.” 

Such arc Mr. Fay’s verdicts on matters of controversy. But 
tlie book cemtains much besides. In an early chapter — wliieli 
fits somewhat uncomfortably between the account of the passing 
of the Act of 1815 and the discussion of its results — the author 
reprints his valuable articles on the Miller and the Baker, the 
Ijondon Corn Market, the Averages, and Weights and Measures, 
which have appeared in this Journal and elsewhere. He writes 
with enthusiasm of the imperial statesmanshi]) of Hiifikisson, 
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makes an estimate of the reactions of British policy on opinions 
and events in Canada, traces the effects of the Com Laws on the 
thought of economists, and brings out the affiliation between 
Henry Greorge and the reformers of the ’forties. 

Mr. Fay is too much of a social philosopher to bo bound by 
chronological order, and there is hardly a chapter that has not 
reference to the recent as ^i^ell as to the more remote past. 
Edward III and Joseph Chamberlain, Adam Smith and Pliilij) 
Snowden appear side by side on single pages. This habit of 
leaping the years, together with a certain obliquity of allusion, 
may disconcert those who ask for a plain story ; but readers who 
like to see the features of the autlior behind a book, and those 
who have time to ponder on what at first seem inconsequences, 
will find Mr. Fay’s methods stimulating and diverting. The 
Preface seems to give promise of light from the past on the wheat 
policy of to-day, but we are left to kindle our own torches. We 
can dimly discern that Mr. Fay looks kindly on imperial reci- 
procity, but is aware of its cost; and that, while he believes in 
purposeful action by Government, he docs not forget how often 
pure intention is caught in the toils of administration and twisted 
by vested interests to unforeseen ends. Already the Wheat Act 
of 1932 is oiforing new illustrations of processes described, but 
perhaps insunicientl\' emphasised, in these pages. 

T. S Asjiton 

International ]Va(je Comparisons. New' York : Social Science 
Research Council. (Manchester University Press. Price 
lOif. \Sd.) 

Here is a wealth of material on one of those questions that 
are so easy to ask and so difficult to answiu*. How do wages in 
Great Britain coniparo with Avages in Germany, Franco, Italy, 
and other countries? 'J’hat is the British form of the question. 
But is it easy to ask ? What is it })recisely you w’ant to know ? 
Ho you mean, How' does the lot of the ioreign w orker compare 
with the lot of the British worker ? or do you mean. What is the 
difference between British and foreign wages from the standpoint 
of the emj)Ioycrs’ power to com])eto in world markets ? riic 
tw'o things are linked, but they arc by no means the same, lliis 
volume has no concern with wages from the competing employer s 
standpoint. It has to do with wiiat the w'orkers of various 
countries get in return for their w'ork; and that naturally com- 
prises two main elements — what they get in money and w'hat 
the money will buy. What they get in money is difficult enough 
No. 171.-— VOL. XLIII. ^ ^ 
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of "itself. For one thing, the data in regard to wages are every- 
where incomplete and nowhere comparable; for another, What 
is work? Are you to take account of the volume or value of 
the work for which the money is paid? You might try, but 
you will not succeed : perhaps for a specific article here and 
there, but not for industry generally : that can be abandSned 
from the outset as hopeless. Suppose, then, you confine it 
to ])ayment for time. That is a little easier, but do you mean 
l)aymcnt for an hour’s work, or do you mean the income received 
in respect of a year’s work, which will include spells of unem- 
ployment and under-employment ? Better, for a start, to stick 
to the payment for one hour, which by a miraculous dispensation 
of Providence equals sixty minutes in every civilised country 
of the globe. But that means, of course, time rates of wages, 
and time rates are never quite the same thing as earnings, for 
there are supplementary payments, and there are piece-work 
and bonus systems ; moreover, the official statistics of some 
countries are strong on earnings and weak on time rates, just as 
others are the reverse. In the upshot, you must take what you 
can get, and make the best of it. Then, having come to some 
sort of compromised medley of time rates and earnings, you 
have to find out what the several money incomes will buy in 
the way of working-class consumables. The ])rices of the staple 
foodstuffs are generally ascertainable, but, alas ! the foods 
generally consumed in one country and in another vary widely. 
The French worker inclines to wine, coffee and veal, where the 
English worker fancies beer, tea and bacon ! What is to be 
done about that ? Are we to hy[)othecate a basic international 
“ basket of commodities ” and price the contents of that basket 
in all countries alike, irres2)cctivo of wJiether its contents arc 
anything like what is }}opularly consumed in Sweden or Southern 
Italy? Or are we to say. No, wo will take the ])rico in each 
country of the j^articular items of food or drink favoured in that 
country ? Beware of the latter course, have no truck with it on 
peril of your statistical sanity, whether in food or clothing or 
housing, for it leads nowhere. Then w^e .are left with the fantasy 
of a universal identical basic budget. So be it; that is the 
only way ; though it c.an bo made a little less repugnant to 
common sense by the ingenious device of regional budgets 
invented by the International Labour Office ; or ])erhaps by that 
other device propounded by a Dutch statistician for comparing 
country A with its most semblable neighbour B, and B with its 
nearest neighbour C, and so on, making a higlily arbitrary and 
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dubious chain. By this time the statistician realises, in case it 
had not already bitten deep into his flesh, that he is attempting 
something which is by its very nature impossible either of 
formulation or of attainment. Then why go on ? Because the 
question is ever being asked, and will be asked, and if the statis- 
tician docs not make a shot at some sort of answer, people 
innocent of knowledge of statistics will tell the world, with loud 
confidence as the exact truth, whatever they would like to be 
the truth. The statisticians may bo wrong in their ultimate 
indices, but they arc triumphantly less wrong than the im- 
passioned laymen. Ilathcr knowledgeable ignorance than 
ignorant knowledge. It is easy for any accomplished statistician 
to snap at the heels of the Indices of International Real Wage 
Comparisons. It is an exciting and amusing diversion ; especially 
for those who arc never called upon, in the way of duty, to 
produce some sort of answer to the imperative question, How 
do wages in country A compare with those in country B ? This 
is by implication a plea. . . . 

Some time in 1928 the Social Science Research Council of 
New York resolved to direct a portion of its energy and funds 
to the improvement of the science and art of International 
Wage Comparisons. As a preliminary, it promoted the estab- 
lishment of committees of statisticians in six of the principal 
industrial countries, each to be charged with the survey of the 
data for its o^vii country. In January 1929 a conference of 
representatives of these committees was convened at Geneva, 
the International Labour Oftice providing facilities. Responsible 
officers of the International Labour Office, as well as official 
statisticians of one or two countries who were not formally 
members of their national committees, assisted at the delibera- 
tions. This conference differed in two ways from earlier con- 
ferences at the International Labour Office at which the subject 
of International Wage Com])arisons had been explored ; first, 
it was unofficial ; and, second, it included the users as well as the 
compilers of wage and cost-of-living statistics. Furnished with 
excellent documentation provided by the I.L.O. and by the 
national committees, this first conference made its survey, 
argued usefully vexed points of policj^' and procedure, and reached 
helpful conclusions on certain j)ractical aspects of the collection 
and comparison of wage data, which took shape in recommen- 
dations that the I.L.O. should extend in specified directions the 
range of the data it had for many 3 ^cars past been systematically 

collecting. This first conference concerned itself, not entirely 

K k2 
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but very largely, with the wage element; leaving the cost-of- 
living side and the problem of combination of the two to a later 
conference. This second conference was convened, again at 
Geneva, in May 19110. It devoted itself to outlining in more 
detail the practical stc 2 )s that might bo taken to improve the 
materials and mctliods used in International Wage Comparisons. 
It further resolved tliat an effort should be made to bring together 
a representative group of wage and cost-of-living statistics in 
each country, with a view^ to showing what differences existed 
in their nature and what possibilities there were of improving 
uniformity. It was thought that this survey could best be 
carried out by one investigator acting in collaboration with 
representatives in the different countries. Mr. John Jewkes 
wus invited to undertake this work; and to j^rcparc a com- 
]X)sitc and comprehensive Hej)ort of all that had x)rocceded 
from the initiative of the Social Science Research Council of 
New York, including his own memorandum. Tliis volume is 
the fruit, perhaps not easily edible, but certainly meaty and 
fortifying, of Mr. Jewkes’ compilatory and creative labours. 

The statistical world is under a great obligation to the Social 
Science Research Council, to all those who gave their energies 
to the work, and in a very particular degree to Mr. Henry Clay, 
to Mr. J. W. Nixon of the I.L.O., and to Mr. John Jewkes. Here, 
within the compass of one reasonably manageable volume, is 
an inti’oduction by Mr. Clay; the resolutions and recommenda- 
tions of the Conferences; the national reports on wages and 
hours of labour in respect of Canada, Franco, Germany, Italy, 
the United Kingdom, and the United Stales; memoranda ])re- 
pared by Mr. Nixon and his de})arlinent and presented by tJie 
I.L.O. for the information of the conferences; and a Report 
on the existi]ig wage and cost-of-living statistics in each of the 
countries represented, i)repared by Mr. iJewkes. 

And what does it all boil down to ? A rpiestion not to be 
asked. A survey and a compendium of this kind do not boil 
down to anything that can be ticked off in a happy phrase. 
The making of International Real Wage Coin])arisons is a matter 
of combining fidelity to philosophic and statistical i)rincipl(‘, 
with unremittingly patient industry in searching out tlie sources 
of data, securing their regular supply, knowing all there is to 
be known of their virtues and failings, and combining the unconi- 
binable in the manner that best satisfies common sense. The 
conferences convened by the Social Science Research Council 
did not discover any new principle. That was not to be expected, 
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for years of study, questioning and exploration had already been 
given to the basic problem. What remained was to extend the 
range of the data and to improve point by point the detail of 
the work. To that excellent purpose the Social Science Hesearch 
Council has made a notable contribution. And anyone who 
feels himself to be in any danger of being asked to supply, at a 
few hours’ notice, an answer to the question, How do the wages 
in this country compare with the wages in that? had better 
have this volume on his shelves. It may not enable liiin to plump 
down a ready answer, but it will help him to give something 
better than a wild guess, and it will certainly help him to explain 
why the question is not as simple as it looks. 

John Hilton 

Soviet Economics, Ed. by Dii. Gerhard Dobbert, Trans, from 
German by Malcolm Campbell. (Bodley Head. 1933. 
Pp. 343. 86*. 6d.) 

In collecting the material for this book tlie purpose of the 
editor has been to provide “ a symposium which would enable a 
wide circle of readers to obtain as comprehensive and as objective 
information as possible about Soviet economics and so to form 
their own independent judgment on the matter.” In its final 
form the book is proof of the fact that where two opposed political, 
economic and social systems exist, an ‘‘ objective ” survey of the 
territory of the one from the psychological territory of the other 
is an impossibility, and those who can stand in a No Man’s Land 
between the two arc uncommonly rare specimens of humanity. 

Only in this way can be explained the constant references to 
Stalin ” and his “ clique ” which pervade the book, although 
quite irrelevant from the point of view^ of the student of economics ; 
the cynicism of some of the writers ; and the lack of a sense of 
historical perspective which pervades most of the contributions. 
Only in one essay, out of a collection of thirteen, is anj^lhing like 
adequate stress given to the conditions prevailing under the 
Tsarist regime. It is clearly shown in this essay, which deals 
with housing, that conditions which at first sight may tappear 
appalling from the Western middle-class standpoint arc, in fact, at 
the same time illustrative of rapid progress. If only all the ivriters 
had made their historical comparisons clear, much unnecessary 
passing of purely subjective judgments would have been avoided. 

Before considering the essays in detail it should be said that 
the editing of this volume has not succeeded in producing at all an 
illuminating symposium. No contribution to clarity is made by 
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publishing diametrically opposed views, when neither writer 
shows convincing evidence to back his case. But such cases 
frequently crop up in this book, and the editor, instead of having 
cleared up the matters of disagreement before publication, or 
even in an editorial note, leaves them to confuse the reader. 
Thus, while one writer completely discredits Soviet statistics early 
on in the book, another uses them, with the comical reference to 
the fact that they arc “ official,” and yet another uses them 
without any qualification at all. At least one essay seriously 
attempting to estimate the value of the statistics should have been 
the basis for the book, and all the writers should have based their 
use of figures on the conclusions of this study. As things stand, 
one writer is discredited by another, but no overwhelming evidence 
is adduced by anyone. 

There are certain linguistic eccentricities which are likely to 
disturb the English reader. Such words as “ organisatorial ” for 
“ organisational,” agitatorial ” for “ agitational,” and reference 
to the “ stable industries ” when ‘‘ staple industries ” is what is 
presumably meant, these are irritating faults in a book already of 
very uneven quality. Again, the Russian “ Gubernia ” is 
translated into the French gouverncment,’’ for no apparent 
reason except that the translator did not like the conventional 
English method of writing “ Gubehxia ” in italics or translating 
it literally into ‘‘ government.” 

Three essays in this volume stand out for clarity and their 
academic treatment of the subject. ‘‘ Planned Economy,” by 
W. If. Chamberlin, for a long time one of the most objective of the 
foreign correspondents in Moscow, gives quite a comprehensive 
account of planned economy, outlining both its aims and achieve- 
ments. On the other hand, the suggestion that “ the economic 
life of the individual ” has suffered more regulation than would 
“ be accepted in most other countries,” shows an ignorance of the 
extent to which the working man’s life is regulated in every 
country in the world. This lack of perspective is visible in the 
work of all non-working-class correspondents, and always distorts 
the real emphasis of the various factors of Soviet life. 

“ State Finance,” by Dr. Dobbert, is a very able survey of the 
system of socialist finance, and brings out the essential differences 
of principle between socialist and capitalist state finance. Thus, 
under socialism ‘‘ it is merely a question of technical practicability 
whether it collects its resources from the earnings of the State 
industries by taxing them or by compelling them to loan money 
to the State. Likewise, in principle, it is all the same in what way 
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it takes purchasing power away from the populace, whether by 
direct action in the form of a tax imposition or indirectly in the 
form of a regulation of the prices of the collectivised production.” 
It should be noted, however, that Dr. Dobbert misses the point 
that under socialism the withdrawal of purchasing x)ower through 
prices is, in fact, more direct than through taxation, since it is 
naturally carried out in the necessary State trading i)rocess, while 
taxation requires a special tax-collecting ax)paratus. If only each 
essay had attempted to establish a few basic jjrinciplcs in this way, 
however simply, the book would have been of far greater value 
than it is. 

The essay on “ Building and Housing,” by Hans Schmidt, a 
Swiss architect working in the U.S.S.ll., is valuable because of the 
light it throws on the perspective in which it is essential to view 
Soviet phenomena. The inherited inimitivcncss of the U.S.S.R. 
is given due cinj)hasis, and this throws duo light on the progress 
which has been made. But this progress, compared with Germany 
and Austria, where raw materials already existed, is not largo. 
Such a satisfactory treatment is refreshing after Dr. Sailer’s 
contribution on “ Transportation,” which throws out the following 
statements : — “ The cost of running the railroads in Russia is 
tremendous and not on a profitable basis.” The question of what 
IS a profitable basis under socialism, one of the most fundamental 
questions of socialist economics, is never faced throughout the 
book. The number of accidents tluit occur is enormous. The 
number has been increasing in an appalling fashion. In the year 
1929-30 it was about eleven times the corresponding figure for 
German railroads.” But we arc not told how it compares with 
previous years in Russia, nor its relation to the increase in traffic, 
which are the relevant comparisons to be made. Dr. Sailer in 
other places is equally weak in his comjiarisons, and thus in many 
of his conclusions. 

The contributions on “ Industry ” and “ Agriculture,” by 
Nikolaus Basseches and Professor Otto Aiilgageii respectively, are 
far too general in subject-matter to be satisfactory. The former 
contains some amazingly contradictory statements, mcluding a 
completely false summary of the second Five-Year Plan, to the 
effect that it “ aims at a final objective which with regard to the 
production figures is scarcely in excess of that aimed at in the 
first Five-Year Plan.” As a matter of fact, the second plan aims 
at a minimum increase in production to twice or three times its 
existing level, with far greater increases in many branches of 
industry. The contribution dealing with agriculture is not 
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economic but political. No statement is made of the economic 
conditions which led to the necessity for collectivisation : the 
decline in the size of holdings due to primitive forms of land 
distribution and the increase in population, together with the fact 
that the only way in which a socialist State could help agriculture 
was by means of technical and mechanical assistance which could 
not be applied on a small scale. Further, we get no idea of the 
working of the new collective units of production, and the assump- 
tion underlying most of the essay, that the “ Commune ’’ is the 
chief form immediately envisaged for the collective agricultural 
unit, is inaccurate. 

“ Money, Credit and Banking,” by Malcolm Campbell, and 
“ Organisation of Economic Life,” by Hans Jonas, give a partly 
historical and partly contemporary survey of Soviet tendencies, 
with an undercurrent of semi-political criticism. “ Captains of 
Soviet Industry,” by Professor Popplemann, is a nice little chat 
about prominent individuals that has no place in a serious economic 
study, and H. ll. Knickerbocker’s “ Foreign Trade ” wastes a 
great deal of space in exploring a comparison of the Soviet Union 
with Peru under the Incas. Mr. Knickerbocker makes the grave 
error of treating the Foreign Trade Monopoly of the U.S.S.ll. as a 
purely incidental part of socialist organisation, based on certain 
particular factors in the situation. In fact, it is a fundamental 
part of any socialist system, and should be considered as such. 
Only in this way can it be adequately considered, on the basis of 
barter, and only then can an understanding be attained of Soviet 
foreign trade and ]> rice -fixing policy. 

In addition to the contributions already discussed there are a 
number of polemics of little value from the standpoint of the 
serious economist. Arthur W. Just, dealing with “ Economic 
News Ke])orting and the Economic Press,” first concludes that 
no Bolshevik news whatever can be regarded as having objec- 
tive value,” and finally concludes that “ from the point of view of 
news gathering the conduct of economic affairs in the Soviet 
Union has ceased to be a closed book. The actual position can 
be envisaged in its broad outlines, and any failure of expert 
opinion to agree in its predictions is attributable solely to dificr- 
ences in political outlook.” Since the available material is all 
“ Bolshevik news,” as the writer has been at pains to show, these 
statements a2)pear to bo not a little contradictory. But how 
appropriate would the second quotation have been as a preface to 
the whole symposium ! 

Dr. Wilhelm Roclinghoff in “ Internal Trade ” starts off by 
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stating that the foreign trade of the U.S.S.R. is primarily to 
convince the rest of the world that their State factories have 
outstripped the private factories of Europe and America.” This 
statement, completely unsubstantiated, is in striking contrast with 
H. R. Knickerbocker’s view that Soviet trade has always been 
based on economic and not political interests. ‘ ‘ Social Problems,” 
by Pietro Scssa, is an agglomeration of every odd and end of 
information that the author happened to select, and “Foreign 
Technical Assistance,” by Georg Cleinow, attem])ts to interpret 
the employment of foreign technical assistance in a political way, 
thus entirely distorting its economic significance. 

It is amazing to-day what material can reach the public under 
the vague heading of “ Economics.” It is probably considerably 
exceeded by the amount of rubbish which reaches publication on 
the ground that it deals with the U.S.S.R. Soviet Economics is 
therefore a perfect field-day for the woolly-minded, and Dr. 
Dobbert htis not excluded woolliness from his symposium. The 
very selection of subjects has, in fact, invited it, since such vague 
topics as “ Industry,” “ Organisation of Economic Life ” and 
“ Captains of Industry,” treated by different writers, are bound to 
overlap or to be subject to omissions which a more scientific study 
could liave eliminated. For example, not a single writer in this 
book of Soviet economics has dealt with labour organisation, the 
fundamental basis of Soviet economics. In “ Social Problems ” 
the matter is touched on up to a point, but only as a departure 
from what are generally considered to come under the heading of 
“ Social Problems ” in this country. 

The ])rincif)les of socialist economics are yet to be explored. 
And they can only be expounded as a result of experience of 
socialist economic life. Adam Smith only laid the foundations of 
capitalist economic theory as a result of living in a growing 
capitalist economic system. The field of inquiry opened up by 
socialist economics requires entirely different assumptions on the 
part of the inquirer from those which he has inherited under 
capitalism. Academic economists arc still too occupied with 
capitalist crisis to turn their attention to socialism ; and Soviet 
economists arc far too occupied in practical activity in the U.S.S.R. 
to develop abstract theories. Such matters as finance and 
currency control, price-fixing and wage-fixing, fixing the rate of 
profit, and the abolition of taxation are being discussed in the 
practice of everyday economic life in the U.S.S.R. to-day ; only 
with experience will a new set of operating principles become clear. 

P. A. Sloan 
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Credit Policies of the Federal Reserve System, By C. 0. Hardy. 
(The Brookings Institution, Washington, D.C. 1932. Pp. 
xvi + 374.) 

The Federal Reserve System and the Control of Credit, By W. E. 
Spahr, Ph.D. (Now York : The Macmillan Company. 
1931. Pp. XX + 138. 75. 6d.) 

Mr. Hardy has produced a valuable book. He is partly 
engaged in retelling the old story, but he uses that story to test 
theories old and new. His treatment is always fresh and interest- 
ing ; and his judgment is well-balanced and independent. There 
is no dead wood or padding. In analysing the various aspects of 
Federal Reserve policy, the problems he presents are real and 
important. He seems determined to take nothing on trust. He 
shuns panaceas and general doctrines. On the whole his attitude 
is sceptical. Yet just when ho seems to have shown that credit 
policy is not likely to succeed outside a limited range of technical 
problems, his spirit floats up again on a wave of renewed hope 
and he urges further effort. The following sentence, which 
relates to the control of the business cycle, fairly indicates his 
attitude to Federal Reserve policy in general. “ The economist 
can only say that further experimentation is probably worth while, 
but that the experience of the past does not create optimism.’* 

It would not be true to say that Mr. Hardy is not lucid. His 
language expresses what he sees with complete clarity. And 
some things he sees very clearly. His vision is not obfuscated 
by the mists with which authority and tradition surround the 
practices they sanction. For instance, no activity of the Federal 
Reserve Banks is more sacrosanct than their unremitting support 
of the Acceptance market. While recognising that the accept- 
ance has some field of genuine usefulness, of the purpose for 
which it was primarily encouraged — that of making a fluid market 
for the inter-district movement of short-term funds — he writes : 
“ It was not needed for that purpose and has not served that 
purpose.” 

It is in ultimate synthesis that Mr. Hardy does not achieve 
perfect lucidity. For example, in a number of places he indicates 
a preference for rediscounting as a method of credit provision 
compared with open-market operations. He thinks that the 
Federal Reserve Banks should have encouraged rediscounting 
more, and speaks of the “ unfortunate tradition ” against borrow- 
ing. To many the magnitude of rediscounting has appeared to 
be a source of weakness in the system ; it takes the edge off the 
control which the Federal Reserve Banks can exert over monetary 
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conditions. When expansion is the order of the day, member 
banks can pay off their indebtedness; when contraction is the 
order, they can run further into debt. How much more powerful 
is the control of the Bank of England, dealing as it docs with a 
market which cannot bear to be in debt for more than a few 
days? (Mr. Hardy is surely wrong in asserting (p. 32) that in 
these circumstances the discount rate counts for nothing.) For 
what prize is Mr. Hardy prepared to relinquish the greater control 
which a high proportion of open-market holdings to rediscounts 
undoubtedly gives ? 

This never becomes really clear. In a number of places he 
toys with the idea that discriminative treatment of member 
banks, designed to control the nature of their lending operations, 
would be of advantage. The reader may well bo led to hope 
that the value of such discrimination will ultimately be explained, 
and to suppose that the high level of rediscounts is desired as a 
weapon for carrying out the discrimination. He is destined to 
disappointment. In the last Part Mr. Hardj^ lays down that the 
quantity of credit is a more important concern than quality. 
(Quantity can assuredly be governed most easily if rediscounts 
are low.) Nor will Mr. Hardy even allow the plain man’s belief 
to stand, that it is better that the member banks should lend as 
much as possible on self-liquidating paper and as little as possible 
against collateral security. “ My predilections are strongly 
against the protection of the established way of doing this [self- 
liquidating loans] in the face of the competition of newer 
ways. . . The small borrower should be protected (but his 
“ disadvantage is just as great if the banks stick closely to self- 
liquidating paper ”) “ as a matter of social policy,” but this 
must not be “ camouflaged as an issue of ‘ sound ’ against 
‘ unsound ’ banking.” Nor does he advocate control of stock 
market operations. Why then this enthusiasm for a high level 
of rediscounting ? 

He has, it is true, one point to make against an extension 
of banking investments and security loans. He holds that it 
leads to an increase of savings-deposits. Those who would 
have held the securities carried directly or indirectly by the 
banks, maintain idle deposits for lack of better employment 
for their funds. Yet it does not follow that the Federal Keserve 
Banks could, by pressure on members wishing to rediscount, get 
them to extend a greater volume of credit for commercial pur- 
poses. If the member banks were debarred from extending 
investments and security loans, the additional credit just would 
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not come into existence. An effort to regulate quality in this 
direction would have an injurious effect on quantity. The hope 
of those who lay stress on quantity is that the idle funds will 
ultimately stimulate business by seeking employment. Mr. Hardy 
offers no alternative means of providing a stimulant. 

In his central section (Part II) Mr. Hardy is highly sceptical 
of the possibility of price control and cycle control. He has 
some very interesting arguments on the inadequacy of each 
possible index -number of prices. But in the concluding section 
(Part IV) he accepts somewhat uncritically the theory of “ neutral 
money.” He holds that the objective should be a fall of prices in 
proportion to rising productivity rather than stable prices. He 
does not consider that the choice between these should be affected 
by the degree to which factors of production are effectively 
exerting pressure to secure a rise in their level of money rewards. 
He is to be praised, however, for pointing out that even the 
doctrine of neutral money may entail an expansion of credit in 
times of depression. “ It is a neutral rather than an inflationary 
policy for central banks to expand credit enough to offset the 
withdrawal from active circulation of funds which are tied up in 
the expanded ‘ savings ’ deposits. The difficulty is . . . that 
the new supply does not necessarily replace what has been with- 
drawn from active use; it may simply augment the inactive 
hoards of cash and bank balances.” 

Two of the most notable chapters arc those which analyse the 
Federal Reserve policy of 1928-29 in combatting the stock market 
boom. The only point of importance omitted in the narrative is 
that the industrial recession began some months before the stock 
market crash. Mr, Hardy reaches the conclusion that the 
Federal Reserve System should have adhered to its previous plan 
of taking cognisance only of commodity production, prices and 
inventories, and should have allowed the inflation of stock 
prices to rip. He is not convinced that either the rate policy or 
the moral pressure policy was proved inadequate to break the 
boom, since neither was given a completely fair trial. But the 
whole i^olicy of attempting to break the boom was in his judgment 
misconceived. He hardly does justice to the opposite Y)oint of 
view. A severe break in stock prices is bound to react unfavour- 
ably on the demand for consumable goods. Is not the system, 
then, justified in looking ahead to avert a situation which will 
react seriously on its primary task of maintaining sound business 
conditions ? One cannot feel that Mr. Hardy has said the last 
word on this. 
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Apart from the fight with the stock market, Mr. Hardy 
acquits the Federal Reserve Banks of serious error in the period 
before 1929. They did not -expand as much as they should have 
done from one point of view, and they expanded more than they 
should have from another. Human reason and economic science 
are not yet adequate to determine action precisely. They can 
only lay down margins outside which it would be unreasonable 
to go, and the Federal Reserve policy kept within these margins. 
It is difficult not to agree with Mr. Hardy in this sensible con- 
clusion. He has one criticism, however, which he states in two 
places, namely, that the system should have paid greater atten- 
tion than it did to gold movements after 1925. But he does not 
adduce any cogent reasons for this view. 

And what of the period after 1929 \ Mr. Hardy seems to 
take all that followed as a decree of fate. At least he ceases to 
apply his critical apparatus to it. May it not be maintained 
that the great and tragic error was the inertia displayed by the 
system in the face of the gathering depression in 1930? The 
immediate aftermath of the crash was well handled. Credit was 
pumped in ; liquidation was kept within reasonable limits. The 
Banks rested content with this success. They did not attempt 
more drastic action. What of commodity prices, of inventories, 
of production during 1930? The recession was far greater than 
those of 1924 and 1927. Did it not call for reverse operations of 
proportional magnitude? Yet these witc not adopted. The 
system seemed spellbound in the face of disasters. And so does 
Mr. Hardy. At least he ventures no comment. 

'Fhese are but a few of Mr. Hardy’s topics. The book is 
replete with fascinating discussions; adequate comment would 
require as long a volume. 

Dr. Spahr’s The Federal Beserve Syi^tem and the Control of 
Credit is by contrast a delightfully simple-minded little book. 
He holds it to be important that the public should understand 
the issues involved in central banking policy, and he tries to 
explain those issues in easy terms. The Federal Reserve System 
has been praised by foreign economists for the amount of publicity 
it vouchsafes ; Dr. Spain* would have even more. Let the Board 
issue full, frank and frequent statements of its motives and, 
where motives conilict, lay bare the coiillict for public inspection 
and discussion. 

Dr. Spahr’s treatment of price stabilisation is illuminating. 
He accepts this j>rinciple as fundamental and perhaps overstates 
the extent to which it has been generally accepted by banking 
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authorities. But there is an important limitation. If reserves 
are large and growing, stabilisation should be sought and inflation 
eschewed ; but if there is a tendency towards a loss of gold, the 
need for security has priority and credit must bo restricted. 
What could be simpler ! Perhaps this easy common-sense view 
reveals more than we can glean by the application of the most 
complicated analytical and statistical technique. What happens 
when the result is generalised 1 Countries receiving gold are not 
to inflate, but those losing it are to deflate. This seems to be 
very much what happens. No wonder that we have world 
deflation and maldistribution of gold. 

There does not appear to be much connection between the 
book and the polemic against spending in Mr. Simonds* covering 
introduction. 

R. F. Haiiuod 

The Bank for International Seiilements at ]York, By E. L. Dulles, 

Ph.D. (New York : The Macmillan Company. 1932. Pp. 

631. 255.) 

Dll. Dulles in her very thorough and painstaking book on 
the Bank for International Settlements has brought together a 
mass of material with regard to its formation and development. 
It contains indeed so much material that it is impossible to make 
any attempt to summarise its contents ; all that a reviewer can 
do is to give a general survey of the characteristics of the book 
as a whole. 

As far as the collating of facts is concerned there is little that 
is open to criticism. The weakness of the book lies rather in its 
lack of any special emphasis on salient points. There is so little 
stressing of any one feature more than another that no clear-cut 
picture emerges from the w'calth of detail. Dr. Dulles is also 
curiously reluctant to express opinions on controversial questions 
or even sometimes to expound the opinions of others. Thus 
(p. 121), she refers to the fact that some authorities wished to see 
the Bank extend credit for the benefit of commerce, whilst others 
considered it should limit its activities to the more definitely 
monetary field, but there is no consideration of the pros and cons 
of the two points of view on this very crucial question, merely a 
statement that “ there was no complete solution of the problem.” 
Such omissions, of which other examples could be quoted, make 
it difficult to build up any vivid image of the Bank as a living 
organism, or to appraise rightly its value to the world economy. 
When Dr. Dulles does venture on a tentative conclusion of her 
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own on arguable points she is somewhat apt to state that con- 
clusion without the arguments or facts oij which it is based. 
For example, referring to the events of 1931, “it is true,’’ she 
writes (p. 194), “ that it (i.e. the B.I.S.) had not sufficient 
resources to stimulate inflation even in the smaller countries. 
Nevertheless, it is conceivable that during the early part of 1931 
it could have made some efforts to act as intermediary or to 
develop a j)rogrammo to halt deflation. This it did not do.” 
There is here no discussion of how far or by what means the 
Bank could have helped to stem deflation, merely the naked 
announcement of the possibility. Perhaps the author would 
contend that discussions of what might be are out of place in a 
chronicle of fact, but as a result the book is far less stimulating 
to thought than it might otherwise be. On the other hand, 
there is so much information here that is not readily accessible 
elsewhere that anyone wishing to study some aspect of the 
aetivities of the B.I.S. will find this book an essential part of his 
outfit. W. A. Elkin 

Monetary Policy a'nd the Depression. A first report on Inter- 
national Monetary Problems by a group of the Royal 
Institute of International Affairs, Oxford University Press. 
(London : Humphrey Milford. 1933. Pp. xii 128. 
Is. 6(1.) 

Chatham Holsk has produced another useful volume on 
monetary problems. It appears under the auspices of a committee 
of distinguished men. Unlike the last volume, it takes the form 
of a continuous report, in which individual views have been sorted 
out and synthesised. It is written in language uhich should be 
intelligible both to academic exj)erts anti to men of affairs. It 
is supplemented by a chronology of the world crisis and a com- 
pendium of exchange restrictions in various countries. 

Beginning with a brief description of recent economic develop- 
ments and of the characiteristic phenomena of a depression, it 
proceeds to set out certain types of view that are held by intelligent 
people about remedial measures national and international. The 
limits within whicli tJiere is general agreement are recorded; in 
the field of controversy the committee does not attempt to reach 
a final view' of its own. More is promised in a subsequent volume. 

In a chapter entitled “Measures against Depression: the 
Theoretical Setting,” three views arc expounded, the monetary 
view, the structural view, and a middle view. The section on the 
monetary view is plain sailing. It is not easy to extract much 
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from the section on the structural view. 'iThis is perhaps because 
the draftsman, of wl\pse ability the report bears striking evidence 
throughout, was endeavouring* -to ^summarise opinions, which 
have not themselves reached a siiflBcient degree of coherence or 
intelligibility to admit of summary. It must not be inferred that 
the monetary view can claim sole possession of the field. Views 
as to the causes of depression in general, and this depression in 
particular, arc too multifarious to be surveyed comprehensively 
in this volume. It is probable that the “ structural view ” was 
chosen because its exponents would be more inclined than those 
of other views to challenge the recipes put forward by the 
monetary school. 

This clearly written and workmanlike survey is refreshing 
reading and whets our appetite for more. 

Christ Churchy K. 1^’. Hakk(JI) 

Oxfml. 

Le Conlrole du Credit d Court Terme par la Banque d' Angleterre, 
By (hiARLEs Hektsson. (Paris : Librairio du Kecueil Sirey. 
1932. Pp. 462.) 

Central banks are constantly faced with the problem of 
securing the best compromise between internal and external 
stability of money, and the result largely depends upon the extent 
of international monetary co-o})eration. The control of money 
values and of credit is iin important instrument of national 
economic conservation and there is danger that it may become 
the chief weapon in international competition. How this may be 
avoided is now a (picstion of political and economic statesman- 
ship, and research into the objects and methods of the central 
banks of various countries is valuable in removing misunder- 
standings and in facilitating co-operation. 

Dr. Hcrisson’s book is specially useful in interpreting to 
French readers the Bank of England’s sliort-terrn credit i)olicy. 
British students will be mainly interested in the opinions of a 
French economist about this policy and in the comparisons drawn 
with that of the Bank of France and of the United States Federal 
lieserve System. The information given in the account of the 
Bank of England’s policy is well known to British students of 
monetary ])roblems, the data being drawn from the Macmillan 
Report and from the works of recognised authorities. 

The book is, however, not merely a review of the Bank of 
England’s policy. It deals more generally with the objects and 
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methods of central control of sho^-JOnn credit in relation 
to the gold standard, *fliustrjtted by thi jiw^ of England’s policy 
in recent years. Dr. H 6 rtisspn indeeif ,(^| 0 | 6 s his object to be 
an examination of the problems; d^fibirtlties and limits of credit 
control for the purpose of incrcajSin^ stability of economic 
life, and he considers that the J^gland has more power 

of credit control and has intervened more actively than any other 
central bank. 

The first part of the book is mainly descriptive of the Britisli 
banking system and money market. Part TI is a clear and 
logical review of methods of controlling the suj)ply of and demand 
for short-term credit. It includes a discussion of the problem of 
qualitative control and an account of methods of co-operation 
between the Bank of England and the joint stock banks, the 
money market, the Treasury, and the central banks of other 
countries. 

Dr. Herisson deals mainly with the situation before the 
British suspension of the gold standard. He is of the opinion 
that in view of the enormous short-term obligations abroad the 
resources of the Bank of England especially in recent years have 
been too small, that the elasticity in the note issue allowed by 
Section VI II of the Currency and Bank Notes Act of 1928 is 
inadequate, and that in consequence a small foreign drain reacts 
very unfavourably on the internal credit situation. In expressing 
this opinion insufiicient allowance is made for the abnormal 
conditions of recent years, with exceptional diiricultics in utilising 
short and long-term assets frozen abroad ; a reserve adequate in 
most circumstances would be insufficient in a period of “ economic 
blizzard.” Many will, however, agree with the opinion, which 
he accepts, tliat it has been a disadvantage to have a large part 
of the gold reserve immobilised because of the system of gold 
cover for the note issue. But he admits that the British difficul- 
ties would have been increased if the Bank of England had been 
bound by the j)roportionato system in force in Franco and other 
countries, and ho favours the abandonment of any fixed relation 
between the gold reserve and note issue. 

There is an interesting and well-documented discussion of 
open-market operations for controlling credit supply, increasing 
the effectiveness of the Bank Rate, avoiding changes in the Bank 
Rate, and neutralising import or export of gold. Dr. Herisson 
considers that the Bank of England has shown great judgment in 
its use of open-market operations for securing stability of credit 
conditions. He compares this with the United btates Federal 
No. 171.— VOL. XLIII. LL 
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Reserve System, whidi a few year^^go by open-market purchases 
provided more funds ihd^tiy and trade could utilise, 

thus contributing to excessive stock exchange speculation, and 
with the Bank of France, whicl]^ regards open-market operations 
as an undesirable interference with the money market. Dr. 
H4risson considers that British experience shows open-market 
operations to be a valuable supplement to variations of the 
official rate for counteracting inflation or deflation. 

Control of the demand for credit is much less effective than 
control of supply, whether in England or in other countries. In 
Dr. Herisson’s view it is more difficult to stimulate expansion of 
credit than to check over-expansion, but he does not discuss the 
argument that if expansion were effectively controlled, depression 
would be less serious. He expresses the opinion that it is largely 
by under-estimating the difficulties of regulating the volume of 
active credit, especially in times of depression, that advocates of 
managed money have exaggerated the powers of the banks to 
control the rhythm of economic activity. 

In discussing the question of co-operation between the Bank 
of England and the joint stock banks the author tends to over- 
eiuphasise the effects of absence of systematic consultation about 
monetary policy, though he admits that the joint stock banks 
generally avoid action which would embaiTass the Bank of 
England. Ho advocates that the Bank of England should 
publish an annual report and should take the '[)ublic into its 
confidence by making statements on the broad lines of its policy, 
with a view to securing the co-operation of the business com- 
munity. However, while not wishing to support the “ mystery ” 
worship of high monetary policy, it may be doubted whether such 
statements would add much to what leaders in the business com- 
munity are able to infer directly from the course of events. 

In outlining the chief features of the spasmodic co-operation 
between the central banks of different countries Dr. Herisson 
claims that Great Britain has been one of the chief beneficiaries. 
On the question of the accumulation of gold by France during 
recent years he argues that this was not the result of any deliberate 
policy by the Bank of France. He agrees that in preserving a 
passive attitude the Bank of Franco failed to offer constructive 
co-operation, and admits that the small volume of foreign lending 
by France and the organisation and methods of the French money 
market may bo open to criticism. He, however, denies the charge 
sometimes made that the Bank of France has pursued policies 
hostile to British monetary interests in order to put pressure on 
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Great Britain to support France , in international politics, but 
agrees that the extent of co-iiperRFion between central banks is 
largely conditioned by the state of political relations between 
the countries concerned. 

In an interesting discussion about the objects of the Bank of 
England’s policy Dr. Herisson considers that in recent years the 
Bank has seemed to hesitate between the pre-war purpose of 
preserving exchange parity and the new ideas of monetary 
management. Force of circumstances, he thinks, rather than 
deliberate pur 2 )ose has resulted in deviation from the traditional 
objective. Since 1025 the Bank has endeavoured to maintain 
stable credit conditions and a low Bank Rate, as desired by 
industry and trade, the money market, and the Treasury, and 
gold movements have been a less important index than in pre-war 
days. Dr. Herisson is satisfied that during the difficulties of 
1929-31 the Bank endeavoured to retain the gold standard, but 
showed more solicitude for the needs of industry than for main- 
taining exchange parity. Against tliis contention, however, it 
may be argued that, taking a long view, the best way of protecting 
the exchanges is to strengthen the position of industry. On the 
whole, he considers that for five or six years after the return to the 
gold standard in 1925 the Bank had well performed its task of 
reconciling stability of tlie exchanges with meeting the needs of 
industry and of the money market, though it had not ventured on 
the road advocated by many monotar}?^ reformers of maintaining 
stability of commodity prices. 

Dr. Herisson considers that the Bank Rate was kept too low 
during the summer of 1931, at 2J i)er cent, until July 22nd and 
only 4|- per cent, when the gold standard was suspended. He 
'would have raised the rate to 0 or even 9 per cent. “ Great Britain 
was forced to suspend the gold standard largely because of the 
desire to adhere too rigidly to a policy of unduly easy credit. 
The rigid and blind adherence to any one monetary policy is 
unsatisfactory. There should bo elasticity and a willingness to 
depart on occasion from principles which are appropriate enough 
in normal times.” But it is very doubtful whether in the circum- 
stances of 1931 the raising of the Bank Rate to a much higher level 
would have been effective in stopping the foreign drain. Indeed 
in an earlier part of his book Dr. Htn'isson envisages conditions 
under wdiich the raising of the Bank Rate might 1)6 pow'erless 
to prevent the wdthdrjvwal of short-term balances if they w^ere 
urgently needed abroad or if })sychological conditions were 
strained b}' extreme lack of confidence. 


ll2 
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In a concluding section jJr^' HSrisson refers to the abandon- 
ilient of iittn-intervontion of England as a most 

important innovation, whicK "6^trasts sharply with the policy 
of the Bank of France. A summary is given of conditions which 
would permit of the most effective control of credit. The book 
is completed by a useful bibliography, and appendices giving 
British banking statistics. 

J. Henry Richardson 


International Trade. By Barrett Whale. (Home University 
library, 1932. Pp. 254. 2s. 6d. net.) 

This book offers a gate to a wide field of interest, theoretical 
and practical. A brief but adequate account of the manner in 
which payments are made across national frontiers is followed 
by a discussion of the transactions out of which these arise. The 
Balance of Payments theory of the foreign exchanges, as usually 
expressed, is shown to be either meaningless or inadequate 
according as changes in short-term indebtedness arc, or are not, 
included in the Balance; but, re-stated so as to bring it into lino 
with the general theory of value, it is made the starting-point 
from which the theory of normal equilibrium is aj)proached. 
Unlike many writers, Ur. Whale never allows the reader to 
imagine that the value of a free curreiKy is determined by a set 
of forces separate from those operating on the value of a gold- 
standard currency ; and the doctrine of purchasing power parity 
is interpreted broadly so as to cover not only the adjustment 
of exchange rates to given price-levels, but also that of juices 
to given rates of exchange. The chief projiositions in tlie argu- 
ment have already been laid down in the writings of Casscl, 
Taussig, and Viner ; but it is not too inucli to say that nowhere 
have they been presented with such clarity or such economy of 
words as in these pages. 

In treating of the effects of movements of the exchanges Ur. 
Whale urges that, generally, a considerable degree of elasticity 
in the demand for foreign jHoducts may be ])ostulalcd and that, 
therefore, a gradual fall in the rate of exchange may bo expected 
to restore equilibrium in the balance of payments. But he 
suggests that a sudden drop in the exchange rates may fail to 
evoke an immediate response in increased exports or decreased 
itnports, and that the fall may thus become continuous. He 
might have reinforced his argument by adding that if the 
sudden fall gives rise to the expectation of a further fall, its 
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effect may be to stimulate mdv^i^nts of trade and capital in a 
direction hostile to a return to etj^illibrium, in which case the fall 
will be self-inflammatory. The difficult problem of one-sided 
transfers is dealt with in an illuminating manner. Following Pro- 
fessor Ohlin, Mr. Whale distinguishes the primary change in in- 
come resulting from the financial transaction from the secondary 
change which must take place if this transfer of income is not 
reflected in an equal change in the balance of trade. But, while 
he emphasises the probability of a further monetary adjustment, 
it is to be regretted that he did not spare a few pages to discuss 
(on the lines of Professor Angell or Miss Kock, for example) the 
mechanism by which the changes in money income may be 
effected. It is to be regretted, not only because there are still 
obscurities to be dispersed, but also because most of the readers 
of a volume in this series will not be j)rofcssional economists, and 
the plain man is apt to remain unconvinced, even in face of a 
logic so firm as Mr. Whale’s, if the reason why a thing must 
happen is not su])porte(l by an explanation of how it must, or 
may, come about. 

A searching criticism of the Ricardian theory of international 
trade leads to a rejection of the doctrine of comparative costs, 
but leaves comparative values still in the field. Mr. Whale 
contends that it is sufficient to say that goods will be produced 
where the necessary factors arc least scarce — a principle the 
acceptance of which, he shows, destroys the fear that specialisa- 
tion in “ decreasing return ” industries may be disadvantageous 
to the nation concerned. 

The second lialf of the volume is occupied with problems of 
tariffs and commercial treaties. It contains penetrating observa- 
tions on the relative merits of the conditional and unconditional 
forms of the Most-Favoured-Nation clause; and a distinction 
between ‘‘ aggressive ” and ‘‘ conciliatory ” tariff bargains forms 
a useful addition to terminology. Mr. Whale debates the problem 
of the relation between economic j)rogress and the volume of 
foreign trade, and concludes tlmt, since the movement of com- 
modities may be regarded as an alternative to the movement of 
factors of production, recent restrictions on the migration of 
labour and capital make it more vital than ever that trade should 
be free to expand. The book as a whole is the product of an 
acute mind and a mature judgment : it is at once an able summary^ 
of the best recent thought on international trade and an original 
contribution to that thought. 


T. S. Ashton 
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The Industial^ Discipline and" the Oovernmental Arts, By Rex- 
ford G. Tugwell, Professor of Economics, Columbia 
University. (Columbia University Press, 1933. Pp. 241.) 

A philosophical work on government and economics, written 
by a distinguished economist, is interesting in itself. But it 
takes on special interest when the economist is also Assistant 
Secretary of Agriculture in the United States Government and 
^ member of the so-called “ brain trust,'* that little group of 
college professors which is so vitally influential in the Roosevelt 
Administiration. 

The book w as largely, if not entirely, written before its author 
took public office, and can in no way bo taken as an official 
pronouncement from Washington. However, Professor Tugwell 
is high In Government counsels, his influence is far-reaching, and 
his advice is certain to bo respected. It is of unusual interest, 
therefore, to receive from his hands a volume explaining that 
economic philosophy which will underlie liis influence and his 
advice. Although written by an academic economist, it is having 
a deserved popularity among the American laymen, and should 
prove to be of great significance to English economists, statesmen, 
and business men. 

The underlying philosojihy of Dr. Tugwi'll's book is suggested 
in the following quotation (p. 7) : I believe, myself, that we 
are within a stone's throw of the end of labour —as labour, not 
as willijig and co-operative activity. We know how to make 
machines do nearly everything. Only defective social mechanisms 
prevent the consummation of the trend toward the abolition of 
employment.” 

His a]jpeal for “ the abolition of employment ” is rather 
startling, especially in these days, when wo are devoting so much 
thought and effort to the discouraging attempts to provide 
adequate employment for all. But Dr. Tugwell is going behind 
the expediencies of the present, and is seeking to j)rescnt a new 
economic pliilosophy. He calls attention to the ‘‘ now edu- 
cation,” i.e. that system of schooling which depends upon the 
stimulation of interest and voluntary effort, and which permits 
naturally constructive inclinations to be effectively pursued. 
Such educational freedom he commends. But : Does anyone 
. imagine for an instant that such education and our customary 
factory work belong in the same world together ? ” Obviously 
not. In order that our economic lives might be led in a fashion 
more in accordance with our educational theory, Dr. Tugwell 
urges the greater development of machine technology. He hopes 
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that ultimately all labour suit^ to mechanisation might be 
performed by machines, leaving man free to do that which only 
man can do : think. 

In order to accomplish this end, we must have a free flow of 
goods and services. We must not be burdened with recurring 
trade depressions, with the constant waste involved in competition, 
with the stultifying of the brain-power of the masses of men. We 
must positively encourage the serialisation of industrial processes 
(the “ assembly line ”) and the avoidance of unnecessary hunian 
labour. We must control the allocation of capital funds and the 
prices of goods in the market. In short, we must break down the 
traditional anarchy existing in the industrial structure and must 
recognise that laissez-faire is long since dead. 

But Dr. Tugwcll carefully avoids the preaching of socialism. 
Ultimately, perhaps, he is closely akin to the socialists, but for 
the present he calls himself a “ liberal,” and retains in his system 
the private ownership of property. Although he invests Govern- 
ment with extensive control over industry, a large part of this 
function seems to bo to assure the continuity of profit. The 
machinery for this control is suggested by factors of the present 
environment, as follows. 

Industry’s ability to produce has already been adequately 
demonstrated by experience. Scientific organisation and de- 
velopment, conducted within industries or concerns, have borne 
abundant fruit. But between diflerent industries or concerns 
there is almost anarchy, wdth the result that some are under- 
developed, while others arc over-developed. The gains made in 
technical progress within one industry are offset by the com- 
petitive practices of another. And periodically, duo chiefly 
to our economic anarchy, the business cycle reduces much of our 
vaunted progress to dust. 

But such ability as industry has demonstrated is to be made 
use of, according to Dr. Tugwell’s suggestion, by a system of 
democratic co-ordination. He proposes that all of the concerns 
within an industry be formed into an “ association.” These 
cartellised industries, then, are to be largely self-governing, but 
subjected to specific control by some powerful national agency, 
or Board. Representatives of the industries themselves, and of 
the labourers employed therein, are to participate, with public 
officials, in this control. This democratic dictatorship is to 
allocate capital funds, supervise wwking conditions, and, when 
necessary, fix wages and prices. 

That Dr. Tugwell’s plan is in close harmony with President 
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Boosovelt’s policy is evident by a consideration of the Industrial 
Control (National Recovery) Act, which became law in the 
United States on Juno 16, 1933. But as to whether or not the 
ultimate philosophy of the Administration is in accord with Dr. 
Tugwell’s neo-socialism, only time can tell. The Tugwell plan, 
like the President’s, is subject to the criticism that too much 
depends upon personnel. With the return of easier economic 
conditions, will the national Board become a mere political i)lay- 
thing ? Or, even worse, will it become the tool of unscrupulous 
capitalists’?*, 'TWs danger is inherent in both plans. 

But to 1^. Tugwell, such a miscarriage of detail would not be 
calamitous,* provided always that the ultimate goal of a new 
economic order and the ‘‘ industrial discipline ” were kept in 
mind. Liberalism requires experimenting, and perhaps the 
“ Industrial discipline,” after much trial and error, will result in 
an economic society motivated by service rather than by 
j)rofit. 

This is a book which most readers, although disagreeing with 
many of its contentions, will find to be unusually inspiring. Dr. 
TugWoll writes remarkably well, and his reasoning is logical and 
lucid. He never loses sight of his philosophy, and yet he is not 
above p^-ying close attention to practical details. The chief 
interest of his book, however, lies in the bold sweep of his com- 
prehension and in Ids prophetic genius which, it seems, explains 
to us that new doctrine which is already dispossessing laissez-faire. 

William S. Hopkins 

Stanford University, 

California, U.S.A. 

American Business Leaders, By F. W. Taussig and 0. S. Joslyn. 
(New York : The Macmillan Company. 1932. Pp. 319. 
18 j;) 

This is a carefully planned and skilfully executed inquiry 
into the social origins of American business leaders. I'he object 
was, first, to determine the contributions made by the several 
social classes to business leadership, taking into account the 
proportions of the different classes in the employed population 
at large, and second, to throw light on the question whether 
the disparities that are found to exist are to be attributed mainly 
to inborn variations fti ability or equipment, or to differences in 
environmental opportunity. Business leaders are defined as 
persons occupying a major position in a business of such size as 
to be of more than local importance in its field. The data were 
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obtained by means of a questionnaire circulated to about fifteen 
thousand individuals, selected, in accordance with this definition, 
from Poor’s Register of Directors. Replies were received from 
nearly nine thousand persons, or roughly 58 per cent. The 
questions were designed to elicit objective information about the 
respondents’ present status, the size of the business, the principal 
occupations of their fathers and paternal grandfathers. The 
environmental factors considered were the extent of formal 
education and business training, financial aid in the early stages 
and influential connections. The data thus obtained were care- 
fully tabulated on the basis of the geographic distrihutipn of the 
sample, the size of the business, of which five grades are dis- 
tinguished, ranging from a gross income of $500,000 to $5,000,000, 
and age and time factors were taken into account. 

The main conclusions relating to the first part of the inquiry 
are these. More than half, or 56*7 per cent., of the present 
generation of American leaders are sons of business owners or 
business executives. Not more than 12 per cent, had fathers 
who were farmers, and only about 10 per cent, had fathers who 
wore manual labourers. The professional classes contribute 
about 12 per cent. The proportion of farmers’ sons who are 
leaders shows a tendency to decrease, a fact no doubt due to 
the decline in the ratio of farmers to the general population. 
On the other hand, the i^roportion of business men’s sons is 
increasing, and it is held as i)robable that by the middle of the 
century two-thirds of the successful business men will be re- 
cruited from the sons of business owners or executives. It is 
even more striking to note that about 30 per cent, of the business 
leaders of the present generation are the sons of “ big ” business 
men, that is, men occupying major posts, or large owners, and 
that there is reason to believe that the proportion of leaders so 
recruited is increasing. About 45 per cent, are owners or execu- 
tives in the same business concerns as those in which their fathers 
were owners or executives. The leaders of business do not 
constitute a strictly inbreeding caste, but the representation of 
the well-to-do classes is increasing rapidly, and at the present 
rate of increase they are soon likely to become the dominant 
element. 

The contributions made by the different occupational classes 
are very unequal. The labouring classes constitute about 45 
per cent, of the employed population, but their share in leader- 
ship is only slightly more than 10 per cent. The business and 
professional classes, which constitute about 10 per cent, of the 
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employed population, contribute no less than 70 per cent. The 
authors compare their results with those obtained by inquiries 
in Europe and America into the social origins of distinguished 
men in various walks of life, but their discussion of these is slight 
and they are, I think, somewhat uncritical in handling them. 
They note, in particular, a striking agreement between their 
findings and those of Prof. Visher in his study of the origins of 
men of distinction included in the American Who^s Who, Prof. 
Visher found that nearly 70 per cent, of men of superior talent 
in the arts and sciences were sons of professional op business men, 
while the working classes contributed about 6 per cent. 

In dealing with the second part of their problem our authors 
on the whole favour the view that the differences in the pro- 
ductivity of the several social classes are not explicable by such 
differences in environmental factors as they have been able to 
study, or, more positively, that they are due primarily to differ- 
ences in native ability. The arguments which they adduce are 
numerous and complex, and though none is claimed to be decisive 
by itself, they think that taken together they strongly sup^iort 
the theory of genetic differences. They can hero bo only very 
summarily indicated, (i) The proportion of labourers’ sons is 
not markedly larger, as would be expected on the environmental 
view, in the higher ranks of business where conditions of entry 
are in America not obviously unequal, than in the professions 
where differences in educational opportunity must seriously 
handicap the sons of workers, (ii) Only about 12 per cent, of 
the respondents stated that they had received substantial financial 
aid during the early stages of their careers, and only 30 per cent, 
that they had had influential connections, in the sense of friends 
or relatives who were owners or executives in their first or present 
business, (iii) It does not appear that the more successful among 
them were more favoured in this way than the less successful. 
The proportions of labourers’ sons in each of the grades or sizes 
of business distinguished are not markedly different from the 
proportions found among the sons of the well-to-do. There is 
no close relation between these environmental conditions and 
distribution according to grade, (iv) Leaders of lower-class 
origin do not appear to have taken a longer time to reach their 
positions in the various grades than those who came from more 
favoured classes, (v) There is a clear correlation between degree 
of schooling and business achievement, but our authors are 
inclined to attribute this correlation for the most part to the 
selective influence of the educational system, that is, they regard 
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success in business and superior educational attainments as the 
common results of inborn ability. There appears to be no relation 
between formal business training and degree of success in business, 
except that such training does seem to have some influence on 
the time taken to reach a given position. 

The facts brought to light in this inquiry are clearly of great 
value and interest, especially when compared with what is known 
of the occupational stratification of other countries. On the 
other hand, the conclusions regarding the causal agencies involved 
must be received with caution. The limitations of the inquiry 
must be borne in mind. The authors were rightly anxious to 
avoid subjective and unverifiable factors, but the “ imponder- 
ables,*’ as they call them, do not lose their importance merely 
because no methods are at present available for dealing with 
them. Consider, as an example, their study of “ influential 
connections.” This term is restricted for the puri)Oscs of the 
questionnaire to friends or relatives interested as owners or execu- 
tives in the business of the respondent, and deliberately excludes 
the less direct but none the less extremely imiiovtant influences of 
wider social contacts and opportunities open to the children of 
the well-to-do. More serious misgivings suggest themselves 
when wo remember that otdy very obvious environmental factors 
have here been taken into consideration. Our authors make no 
attcm])t to study the mental qualities necessary for success in 
business, or to estimate the relative importance of ability, whether 
general or spetufic, and traits of temperament and character. 
Such qualities as energy, assertiveness, persistence, singleness 
of purpose, ambition, the desire for pou er and the like are probably 
at least as important as ability. But wo possess very little 
knowledge of the degree to which these characteristic’s are deter- 
mined by heredity, or of the extent to which they are moulded 
by varifitions in the environment, particularly in early childhood. 
The technique required for disentangling genetic from environ- 
mental factors is only in its initial stages, and has so far proved 
too crude for any but the most superficial analysis. A study 
such as that made in the work before us, compelled as it is to 
confine itself to gross differences in the environment, and com- 
pletely ignoring psychological and genetic analysis, cannot,, it 
seems to mo, hope to establish any reliable conclusions in a 
matter so intricate and complex as the share of genetic differ- 
ences in social stratification. Sociology and genetic psychology 
must here join forces if any real progress is to be made. 

Morris Ginsberg 
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Theory of Location of Industries. By A. Weber. English 

Edition, with Introduction and Notes by C. J. Friedrich. 

(Chicago University Press, 1929. Pp. 256, 135. Gd.) 

The translation of this well-known book is to be welcomed, 
since English economists have produced no comprehensive work 
on the location of industries, although, at first sight, this appears 
to be a subject highly susceptible to scientific and theoretical 
treatment. Weber, in this volume, is concerned with a theoretical 
analysis of the forces making for the geographical distribution 
of industry in what he describes as a “ pure ” economy. These 
forces he classifies into the two “ general regional factors ” of 
transport costs and labour costs and the “ specific ” factors of 
“ agglomeration,*’ which comes very near to our more commonly 
used “ external economies,” and “ deglomeration,” which appears 
to mean the increased rental of land arising from industrial 
concentration. Within this framework he is able to weave a 
most intricate pattern of the location of industry arising out of a 
given set of conditions. He sees the process of location as the 
resultant of the operation of a number of pulls exercised in 
difTcrent directions. 

But it is doubtful whether the elal)orate development of 
terminology and of hypothetical illustrations, based upon his 
simpler conceptions, really amounts to any expansion of economi(3 
theory. Everyone w^ould admit that the location of industries 
is influenced by transport and labour costs and by external 
economics or diseconomies. But such propositions hardly seem 
to be usefully expanded by some of Weber’s more refined classifi- 
cations, as, for example, between ubiquities ” and “ localised 
materials,” or by his complicated geometrical or trigonometrical 
solutions of problems of location which necessarily make use of 
assumptions of the most artificial kind. 

Perhaps, however, a more important criticism of the work is 
that, by employing the purely theoretical approach, Weber is 
unconsciously “ rationalising ” the processes which make for 
localisation, and thus rendering his theory useless, or at least 
irrelevant, in considering the actual dynamic forces which pro- 
duce the lay-out of industry. If an entrejireneur always did 
know the location of his consumer, his labour and his raw materials, 
he might conceivably make the sort of decision which Weber 
illustrates in his diagrams. But the truth is, of course, that 
in a competitive system no entrepreneur ever knows from one 
day to another where his consumer will be found. Yet he has to 
make a decision regarding the location of his plant in the light of 
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forces which are, in themselves, inevitably indeterminate. In- 
deed, it is arguable that the most important part of the economic 
theory of location of industries is not that which concerns itself 
with why the original decisions regarding the location of a plant 
are made, but why, once the decision is made, that location will 
be maintained even when it has become relatively unsuitable. 
In that sense the theory of location is a part of a general theory 
of the influence exerted by overhead costs. It docs not seem 
true that the choice of a site for a plant is a purely economic 
action. Marshall in his treatment of the problem of wages was 
at pains to point out the economic consequences of the social 
facts that labour cannot bo dissociated from its place of work, 
and that, in considering wage disparities between different occu- 
pations, the amenities of those occupations should be kept in 
mind. Similar influences must impinge upon the entrei)rencur. 
If he has to live near his new plant, certain localities may be 
excluded from his choice by tlic very fact that he does not wish 
to live in any of those localities. If, in answer to such a view, it 
is urged that the inefficiently located plant will be eliminated by 
competition, tlic rejoinder surely is that the error of any one 
business man may continue witliout penalty because he is com- 
peting with other business men who are making similar errors. 
We have no right to assume that business competition takes 
place on the level of theoretical optimum efficiency. 

Weber, in this volume, promises a companion work, which has 
apparently never appeared, in which he would seek to study 
existing conditions in the light of his wider generalisations. If 
he had undertaken the realistic side of his study, it is reasonable 
to believe that he would have modified his theoretical concep- 
tions of the economic mechanism of industrial location. Cer- 
tainly in some of his more practical moments in this volume, as 
in his views of the future of vertical integration in industry, he 
reveals beliefs which a study of the facts would have dispelled. 

John Jewkes 

National Collective Bargainimj in the Pottery Imlustry. By 
David A. McCabe, Ph.D. (Johns Hopkins Press and 
Humphrey Milford. Pp. 449. §3.50.) 

Co-operative Banking, By N. Baiiou, with an Introduction by 
Sidney Webb. (P. S. King and Son. Pp. 331. 15^. net.) 

Professor McCabe in this painstaking compilation has made 
a signiffcant addition to the growing list of source-books of 
realistic economics. The work is a monument of pure description ; 
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and future students of industrial relations in the American pottery 
industry will be laid under a debt of gratitude to the author. In 
great detail the story is told of the rise and decline of collective 
bargaining in two divisions of the pottery industry of U.S.A. — 
the “ general ware ” and the “ sanitary ” divisions — ^from the 
formation of the Potters’ Association in 1874 to the collapse of 
national collective bargaining in 1922. The layman acquires a 
good deal of insight into the technical processes of pottery manu- 
facture. He learns of the functions of “ jiggermen ” and “ sagger- 
makers ” and ‘‘ batters-out,” of the finances and officers of the 
conservative brotherhood which represents the skilled workmen, 
of the diversities of the Eastern and the Western sections of the 
trade, and of the practices with regard to sub-contracting, to 
apprenticeship and to demarcation. But the book stubbornly 
remains a chronicle rather than a history, a photographic 
record and not an analysis. The author is sternly unwilling to 
light our way with comment, emphasis or generalisation. Even in 
listing the proximate causes of the final breakdown of negotiations 
he is very cautious, and devotes merely two final pages to the 
suggestion that the breakdown came because the employers were 
threatened by the competition of non-union firms and were 
“ soured by what they considered a changed spirit on the union 
side,” while the union was too obstinate to accept concessions. 
Can it be that this absence of illumination is due to fear of offend- 
ing one of the parties in the industry 1 Or perhaps the meagrencss 
of generalisation is due less to the author’s caution than to his 
choice of material : the section of the industry with which he 
deals seems to have sufficient peculiar features for its problems to 
have little parallel in industry at large. 

The book by M. Barou is also in the main an industrious com- 
pendium of figure and fact. But the author paints on a larger 
canvas; and from his survey of fact certain definite judgments 
emerge. These judgments give the book a special interest which 
goes beyond the category of the usual reference book. As a 
study of a social institution, it is ])refaced by a careful definition 
of social purposes, which in the descriptive chapters provides the 
author with certain standards of criticism, gives a design to his 
analysis and leads him in conclusion to certain positive recom- 
mendations on policy and organisation. 

In the author’s view the function of co-operative credit is, not 
only to act as a specialised institution for financing the operations 
of co-operative societies, but also to provide a means of organising 
personal loans, on a co-operative basis, to meet the fluctuating 
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circumstances of the wage-earner’s life. As Lord Passfield says in 
his Preface : “ Almost every family in the poorer half of any 
modern community finds itself occasionally needing, suddenly and 
unexpectedly, to incur thoroughly justifiable expenditure which 
it is impossible to meet out of the weekly income. Putting aside 
any question of extravagance or self-indulgence, there are a whole 
range of cases in which such expenditure may almost be called 
necessary. There are the incidental costs of illness or of accident ; 
there is occasionally a real need to take a journey to another city ; 
an obligatory removal of the household to a distance may be nearly 
as expensive as a destructive fire ; there may be actual losses of 
‘ the week’s money * by accident or theft. . . . Young people 
leaving home for employment require at least some outlay.” M. 
Barou has some interesting citations which show the alarming, 
and surprising, extent of usury among the poor, such loans being 
quite commonly at rates of over 200 per cent., and ranging even 
up to 400 or 500 per cent. Many factories have their regular 
money-lenders’ agent, who makes it his duty to keep a watchful 
eye for a worker in trouble.” In U.S.A. the evil is even greater, 
with its network of “ loan-sharks ” and a special system known as 
“ salary-purchasing.” To control such exactions by legislation is 
difficult or impossible, since “ the costs and risks of the business 
(are) so high that a high rale would have to be legalised to get 
lenders to go into business.” ‘‘ The wmkncss of the reformers lies 
in the fact that they have no substitute for the existing usmious 
and expensive credit organisation of the money-lenders.” To 
M. Barou the only solution is to introduce the principle of co- 
operative credit, which alone can organise the type of guarantee 
to enable such personal credit to be made on reasonable terms. 
“ Proper organisation of credit facilities will be the best method 
of dealing w ith the over-extension of the hire-purchasing system 
and the evils wdiich it involves ; but at present the organisation 
of personal credit is still in the initial stage, as the individual 
borrower belonging to the working population has not much 
security to offer.” 

M. Barou proceeds to a careful survey of the dimensions of 
working-class savings at the present time and an illuminating 
analysis of the social strata from which the deposits of savings 
banks and co-operative societies are drawn. He suggests that 
the proportion of the gross deposits of savings banks held by 
manual wage-earners is much less than is often supposed, and he 
points out that the large majority of depositors have holdings of 
less than £5. At the same time, Avhile “ the average savings of the 
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individual wage-earner are very small, the total of these savings 
represents a sum equal to approximately half the banking deposits 
in Great Britain.” It is these savings which, in the author’s 
opinion, an adequately developed system of co-operative banking 
could and should mobilise to enable it to fulfil those important 
credit-functions for which it alone is completely fitted. 

The middle chapters of the book are concerned with a compre- 
hensive description of co-operative credit institutions in various 
countries, from the classic Raffeisen and Schulze-Delitzsch banks 
of Germany to the Co-operative Banks of U.S.S.R. and the Labour 
Banks in U.S.A. Of the latter the author is critical. “ With very 
few exceptions,” he writes, they have been “ the least successful 
members in the family of labour and co-operative banking. . . . 
They have merely created, with very few exceptions, badly run 
ordinary banks for trade unions and trade unionists. . . . They 
found no new fields in w^hich to work, and were easily beaten by 
their powerful commercial competitors.” One could have wished 
that more had been said about the machinery of co-operative credit 
in U.S.S.R., and in particular of its operation, concerning which 
M. Barou, as a director of the Moscow Narodny Bank for so many 
} ears, is particularly qualified to speak ; and his mention of the 
effects in this field of tlio credit reform of 1930 ” is too bare to be 
enlightening. But as he has already published a separate study 
on the subject of Russian Co-operative Banlcs, he not unnaturally 
contents himself with referring us to this work. M. Barou has also 
some interesting remarks on the need for liquidity of assets in 
co-operative banking and on the financing of foreign trade ; and 
he closes with a plea for an international co-operative bank. 

Maurice Dobb 

The Rise of the British Goal Industry. By J. U. Nef, Ph.D., 
Associate-Professor of Economics in the University of 
Chicago. (London : Routledgo. 1932. 2 vols. Pp. xiv -f 
448, vii + 490. 425. net.) 

This work, which is the sixth of the Studies in Economic and 
Social History issued by the London School of Economics, treats 
of the early history of the coal industry with special reference to 
the part played by it in thes evolution of industrial capitalism. 
Its general scope may be gathered from the titles of the five 
parts ifito which (besides a short introduction) the 778 pages of 
text are divided ; they are — the expansion of the coal industry, 
coal and industrialism, coal and the ownership of natural resources, 
coal and capitalism, and coal and public policy. There are 
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seventeen appendices, including twenty pages of bibliography, 
statistics of<if)roduction and consumption, statistics of shipments 
of coal, coal prices, extracts from colliery accounts,' and sundry 
illustrative documents. Further, there arc four maps of British 
coal-fields and ten illustrations. One is almost appalled at the 
industry of the author. Every statement made is vefy fully 
documented, the, reader is carefully warned when the evidence is 
dubious, and in every matter of controversy every possible vie^v 
is given fair play. No doubt it is the duty of the researcher 
never to falter in seeking out the truth, never to put it forward 
for more than it is worth, and never to hide it when it is 
unpalatable, but human nature is weak and great praise is du(^ 
to Professor Nef for the high degree of impartiality which he 
shows. Not that he hasn’t got his own economic preferences or 
prejudices'; they peep through occasionally and now and then 
add a drpp of piquancy to his narrative. The period covered 
was the seed-time of capitalism in which the coal industry was a 
new and sturdy plant, and Professor Net’s work will long remain 
authoritative for the century and a half in which the British coal 
industry grew up. It is to be added that, despite all the masses 
of details and the careful weighing of evidence, these two volumes 
are extraordinarily readable and in parts even thrilling, for con- 
temporary documents are used so skilfully that the old pro- 
spectors and speculators, the monopolist hostmen of Newcastle, 
the greedy merchants, the mine-slaves of Scotland, the shivering 
poor of London, the grafting court-favourites, and many other 
figures live again before our eyes. 

The working of coal outcrops no doubt began very early, for 
the first English record, in 1243, shows miners digging down to 
the dip of the seam. The market was purely local except that a 
few thousand tons were carried from the Tyne coastwise or even 
to the Continent every year during the fourteenth century. 
Professor Nef’s history really begins about 1550 and covers the 
hundred and fifty years to 1700. Naturally, j)recise statistics 
are wanting, but some evidence is available, and the conclusion 
that the annual output of the British coal-fields increased from 
210,000 tons in the first decade of the period to 2,982,000 tons in 
the last decade, probably represents the facts with sufficient 
exactitude. The chief producing areas showed the following per- 
centages of output at the beginning and end of the period 
respectively : — ^Durham and Northumberland, 31 and 41 ; Mid- 
lands (including Yorkshire and Lancashire), 31 and 29 ; Scotland, 
19 and 16; Wales, 10 and 7. At the end of the seventeenth 
No. 171. — voii. XLTir. 
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century about 1,280,000 tons were carried to market by sea f>T 
river — 455,000 tons to London and the Thames valtey,' 235,000 
tons to other parts of the east and south-east coasts, 19P,000 
tons to'^ther British coast towns, 250,000 tons by river, and 
150,000 tons to foreign countries and colonies. The rest of 
the coal was consumed in markets not more than ten or fifteen 
miles from the pits, for the cost of carriage^vpr the bad roads 
by cart or pack-horse was great. Probably about one -third of 
the output was consumed for industrial purposes and the rest, 
except for the small export, was used domestically. “ It is not 
improbable that there were, in all, betwe'In 15,000 and 18,000 
pitmen at the end of the seventeenth century (and) . . . that 
nearly half of all the coal-miners in Great Britain worked for 
collieries employing a hundred or more hands.” 

This great development was in part due to the depletion of 
the forests of the country by the demands of a growing population 
for wood for building and fuel, and it was facilitated by the 
confiscation of coal-bearing lands previously in the possession of 
religious corporations, the mines being let to adventurers by the 
Crown at low rents. This was not all, however, for Professoi* 
Nef holds that such information as has been found suggests that, 
while the expansion in coal-mining was undoubtedly more rapid 
than that in other industries, this expansion is not an isolated 
phenomenon in early British economic history, but part of a 
general industrial development, the importance of which has not 
yet been fully appreciated. This industrial development not 
only involved a remarkable growth in the output of many com- 
modities; there were also technical developments and changes 
in organisation, which, together with the evidence of a rapid 
growth, lead us to suggest very tentatively that the late sixteenth 
and seventeenth centuries may have been marked by an indus- 
trial revolution only less important than that which began 
towards the end of the eigliteenth century ” (Vol. I, ]). 105). 
The evidence adduced certainly shows that there was “ a sharp 
expansion of native industrial enterprise ” under Elizabeth and 
James I, but the growth of coal-mining was less raj^id afterwards 
owing to the interruption of trade through continuous wars. 

Coal-mining was a highly speculative industry, requiring much 
capital for sinking pits, for ventilation, for haulage underground 
and above ground, and for sea-transport. This capital was in 
part provided by landlords who worked their own coal, especially 
in Scotland, in part by merchants in towns near the collieries, 
an^ even from speculatively inclined persons in London. The 
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vicissitjides of the industry were great and this reliance on outside 
capital and' the relative advantages of the larger mines, which 
were, according to the ideas of the time, large-scale enterprises, 
mark out the coal trade as belonging to the modern capitalist 
System. In the end it '^as the j)ort merchants, the shippers of 
coal, and the merchants in London find other consuming towns 
who profited at the expense of both the coal-owner and the coal- 
user. The story of the hostnien of Newcastle with their monopoly 
of shipment from the Tyne is told anew by Dr. Nef from fresli 
documentary sources, and the tale of their control over the 
mines and over the corporation of Newcastle and of their intrigues 
with the (yourt and with Parliament shows that they would have 
little to learn from the most modern practitioners of predatory 
monopoly. At the other end of the trade-chain the wholesale 
and retail coal merchants of London provided a pitiably sordid 
exhibition of the worst trade practices. 

The social aspects of the now industry also make melancholy 
reading. Coal w^as at first hated by the householder as a poisonous, 
stinking fuel, and therewith went contempt for all connected witli 
the handling of the stuff, whether coal-miners or coal-heavers. The 
miners were not as a rule dra^m from the local rural population, 
they were mostly “ rogues and vagabonds,’' prisoners of war, or 
others who could more or less illegally be pressed into service. In 
Northumberland and Durham they were largeljr broken men and 
covenanters from Tweedsido. Little wonder they were regarded 
as a race apart, as savages for whom their employers did nothing ; 
little wonder that the Scots noblemen who dominated the Privy 
(Council of Scotland were able to reduce to slavery the workers 
in their pits. Yet Wesley found those same “ savages ” ready to 
listen to him, and Professor Nef thinks with reason that the 
current popular estimation was based mainly on prejudice. 

Much in these two volumes has not even been alluded to 
here, but we cannot part from them without referring to the 
author’s most important discussion on tlie intliienco of coal on 
tlie fortunes of the Civil War. Had Charles I succeeded in 
holding Newcastle, would the common people of London, starving 
for want of fuel, liave revolted and forced the Parliament to 
surrender to the King ? H. W. Macrosty 

Some Aspects of Indian Foreign Trade, 1757-1803. By Durga 
Parshad. (P. S. King & Son. 1032. Pp. 238. 12^.) 

In the first chapter of this book we have a sketch of the trade 

situation in India during the half -century previous to Plassey, in 

M M 2 
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the second of the East India Company up to the withdrajpa;! of its 
monopoly in 1813, and in the third of the main developments in 
foreign trade under monopoly from 1757 to 1813. In lhe reftiain- 
ing two chapters we have a brief account of India’s foreign trade 
from 1813 to 1893. There are ample footnotes, a collection Oi 
statistical tables and an admirable list of authorities consulted 
by the writer. 

The author is a severe critic of the East India Company from 
the purely Indian view -point. He is careful, however, to show 
that as a result of the progress of the Industrial Revolution in 
England, high import duties wore placed on Indian cotton manu- 
factures, especially in the first fifteen years of last century, while 
at the same time exports to India were greatly increased as a 
result of the introduction of machinery. It is often not realised 
how the growth of the Industrial Revolution spelt disaster for the 
Indian cottage workers, as indeed it did for the English. In 1781 
an Act of the British Parliament pn^veiited the cxi)ort of machineiy 
used in cotton, woollen and silk manufactures, and in 1782 an 
Act prevented British workmen from going “ to ports beyond the 
seas.” By the Customs Regulation Act, 1825, discretionary 
power was vested iti the British Board of Trade permitting the 
export of machinery when it was of great bulk and contained a 
great quantity of raw material, but restraining it when it was of 
modern improvement. This was done away with in 1843. The 
tariff policy of Great Britain was bound up with the Industrial 
Revolution. The British tariff rates between 1797 and 1814 were 
increased from 18 to 07 .V per cent, on calicoc*s and from 20 to 37^ 
per cent, on muslins, with the result that India’s manufactured 
goods were bound to find their British market gone. 'Ihesc arc 
important facts. But 1 am not sure whether Dr. Durga Parshad 
is at all on firm ground when he emphasises the drain of wealth 
and capital from India during the period of the East India (k)m- 
pany’s monopoly to the extent that he does. The statistics of 
bullion and indeed the trade statistics are most incomplete and 
they do not cover the total exports or the total imports of India, 
including all rival companies. It is not until 1835 that Indian 
trade statistics are in any degree complete. At the same time 
the economic historian would probably agree that fortunes were 
made up to 1785 or even later with considerable ease jus the 
officials of the Company were also traders. Clive left India after 
his first administration with a large fortune which, I believe, was 
estimated at £40,000 per annum. Barwell says that Clive cleared 
more than £200,000 during his second term of office. Barwell is 
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reported to have had a fortune which popular gossip put at 
£800,000. Warren Hastings drew under the Regulating Act of 
1773 £25,000 per annum, and after he returned to England he 
had £80,000. The notorious Francis, an obscure dismissed War 
Office clerk, after six years’ service finally returned with a fortune 
that yielded him £3,000 a year for life. But in the nineteenth 
century such fortunes were a thing of the past except in excep- 
tional cases. Lord Macaulay when he came out to India as Law 
Member in 1833 had the same object as Francis, “ to make a 
competency,” and he wrote to his sister that he expected to “ lay 
up on an average about £7,000 per annum while T remain in India.” 
But these were occupants of high office and in former times. 
India to-day is no longer the fabled mine of wealth to the high 
official or even to the business man. The profits cannot for the 
period referred to by the author bo estimated as the author 
supposes by the incom 2 )lete statistics of merchandise and 
bullion. 

The view taken up by Dr. Durga Parshad is one that is becom- 
ing more and more popular with Indian writers whose motto, 
indeed, is “ Back to Adam Smith.” Did not the author of the 
Wealth of Nations in 177() find fault with the East India Company 
for trying to do things which arc quite incompatible — trading and 
governing ? “ It is a very singxdar Government,” he says, “ in 

which every member of the administration wishes to get out of the 
country, and, constupiently, to have done with the Government 
as soon as he can, and to whose interest, the day after he has left 
it and carried his fortune with him, it is perfectly indifferent 
though the whole country was swallowed up by an earthquake.” 
It is less the fault of the men than of their situation, “ such 
exclusive companies arc nuisances in every respect.” 

The two main defects of the book are occasional slips of fact 
and a lack of unity, especially in the last two chapters. An 
example of the former is the reference to Warren Hastings as 
“Lord Hastings.” Hastings never received a peerage. There 
is also much that might be called “ patchy,” especially in the last 
two chapters. The book compares unfavourably with Dr. 
Khan’s East India Trade in the Seventeenth Century and of Dr. 
Balkrishna’s Commercial Relations between India arul England^ 
1601-1757, both of which are similar studies. The statistical 
tables are almost always not for the whole period covered by the 
book, and their construction is often so awkward as to make their 
reading very difficult. 

G. F. Shirras 
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Unemployment in Germany since the War, By Kenneth Ingram 
W iGGS, Ph.D. With an Introduction by Henry Clay, 
M.A. (P. S. King & Son, Ltd. Pp. x + 216. 10^. 6d.) 

Dr. Wiggs, by this study, makes necessary a re-examination 
and, if his conclusions be correct, a re-evaluation of the influences 
underlying the economic vicissitudes of post-war Germany. In 
some cases his findings give support to conclusions already 
generally accepted; but in other important instances he is not 
at all in agreement with general opinion. The most significant 
of his dissensions have to do with the respective influences of 
Reparations and rationalisation. 

Holding that “ too much emphasis has been laid upon Repara- 
tions,*’ he assigns to them an importance considerably less than 
usual. Whatever difficulties were inherent in the burden of 
Reparations — and he does not seek to minimise those difficulties — ■ 
were aggravated by budgetary factors and thus made to appear 
much more significant than in themselves they were. But 
Reparations itself he cannot consider a pre-eminent factor 
leading to the economic conditions responsible for the unpre- 
cedented volume of unemployment. 

Of greater immediate moment, however, are his conclusions 
as to the effect of rationalisation on employment. The American 
“ Technocrats ” seem to find that human labour is becoming 
obsolete tlirough the rapid introduction of labour-saving 
machinery; and they bring forth no end of statistics to prove 
their point. Dr. Wiggs, however, finds that, in the case of 
Germany at least, during the period of most rapid technical 
advance, employment, far from falling off, actually, though 
slightly, increased. Probably in no other country in the world, 
not even in the United States, was there ever so intense a process 
of rationalisation as there was in Germany between 1925 and 
1929 ; but in this pcri(jd the number of persons at work increased 
l)y 379,000. It becomes imi>ossible, then, to charge the pheno- 
menal increase of basic unemployment to the too-rapid intro- 
duction of labour-saving macliinery. This apparent contra- 
diction — ^for both employment and ?/?«cmploymcnt increased 
simultaneously — is to be explained, according to Dr. Wiggs, by 
movements in the composition of the population, the unequal 
age-progressions of which have brought about an abnormal glut 
on the labour market. His findings as to the effect of rationalisa- 
tion on employment — not the long-run, but the short-run effects, 
for the period 1925-29 may bo regarded only as short-run — are 
the most significant, without doubt, of the entire treatise. It 
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constitutes an important contribution to the literature of that 
much-debated subject, technical rationalisation. 

Dr. Wiggs thus maintains, contrary to the general view, that 
the burden of Reparations and the rapid introduction of labour- 
saving machinery cannot explain the extent of German unemploy- 
ment since the War. The increase of cyclical unemployment, as 
contrasted with the increase of basic unemployment, ho explains 
by a government and trade union jjolicy ‘‘ which has aimed at 
better than pre-war standards (of living) without having due 
regard to what was economically possible.” The high and rigid 
level of wages, which made it difficult, and sometimes impossible, 
to carry on enterprise, is made to account for the greater part of 
post-war unemployment. This contention, in reality a central 
thesis of his work, will probably call forth some little controversy. 

The book is not, however, without its faults. It lacks some- 
what in lucidity, and the organisation and presentation of material 
arc not beyond criticism. It is, nevertheless, the most adequate 
treatment in English of an important post-war problem. 

James C. Worthy 

North- W edern U niverslly, 

Illinois'^ U.S,A, 

Note : — In our Juno issue, Iho price of Wicksteed’s Comwon-seiisc 
of Politiml Econmny and Sdcckd Papers and lieviews on Economic 
Theory was incorrectly given. The book is published in two volumes, 
the first at 8*’. (id., and the second at 125. Cd., by Routlcdgc and 
Sons, Ltd. 



NOTES AND MEMORANDA 

A Note on German Agriculture 

The position of German agricul^re is at the present time so 
serious that the Government is introducing a law for the 
compulsory conversion of agricultural debts. 

The total indebtedness of agriculture during the last nine 
years was as follows : 


1924 . 

. 4*6 milliard Rm. 

1929 . 

. 11‘4 milliard Rm 

1925 

SO 

1930 

. 11-6 

1926 . 

. 8-7 

1931 . 

. 11*8 

1927 . 

. 91 ) 

1932 . 

. 11*4 

192S . 

. 10-8 



The whole of this debt dates from the stabilisation of the mark 
after the inflation. The total indebtedness of agriculture in 1913 
was between 17 and 18 mid. Rm., but the actual burden of debt 
before the war was considerably less, for the average rate of 
interest was much lower. Thus in 1913 the annual interest 
charge was between 750 and 800 mill. Rm., while in 1928 it had 
already reached 920 mill. Rm. 

Increasing indebtedness is, of course, usually characteristic 
of any expanding section of industry, agriculture or public enter- 
prise. Increasing debt, however, is bearable only if accompanied 
by a corresponding amount of investment and expanding receipts. 
A report of the German “ Economic Research Institute entitled 
“ Formation of capital and investment in Germany, 1924-28,” 
comes to the conclusion that “ the investments in agriculture 
between 1924 and 1928 were less than the sums written off.” If 
the increase in the number and quality of stock and the increased 
value of land due to improvements are added, we roach a total 
of 2‘4 mid. Rm. This sum is quite inconsiderable compared with 
the increased indebttjdness amounting to ()'8 mid. Rm. 

Until 1929 the debt was no burden on the average farmer or 
peasant, for the sum borrowed each year was more than enough 
to pay the interest. In 1930, however, the increase in debt was 
only 200 mill. Rm., while the interest which had to be paid was 
about 1,000 Rm. At this point the difficulties of agricultural 
debtors became acute. The position is very analogous to that 
of Germany as a whole, whose financial difficulties began with 
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the sudden cessation of lending by the United States and Great 
Britain. Not only was the credit position of Gorman agriculture 
in the pre-slump period unstable, but the one-sided protectionist 
policy laid the foundations for a severe agricultural crisis. 

Germany is for the most part a peasant country ; in the east, 
however, there are a large number of big estates mostly of feudal 
origin. These large estates obtain 75 per cent, of their gross 
receipts from the sale of grain. The small and middle peasants, 
on the other hand, depend for 70 per cent, and 07 per cent, 
respectively of tJieir income on the sale of live-stock products. 
In the face of low and sinking grain prices on the world market, 
the largo landowners were able to obtain protection for themselves 
through political influence, even under a Social Democratic 
Government, in the form of high tariffs on w^hcat, rye, barley, 
oats and a Government maize monopoly. The prices of wheat 
in Berlin and New York will serve to illustrate the extent of this 
protection. 

19.31-2. 

Average price in llin. .... 20 02 23-63 in Berlin. 

Average price in Rm. .... 14-51 10-18 in New York. 

The high price of grain alone was quite inadequate to keep 
these inherently unprofitable semi-feudal estates intact. 

The big landowners demanded subsidies, and such was their 
political influence, that ever larger s\ims wen^ placed at their 
disposal through the “ Osthilfo scheme, yoine 600 mill. Km. 
have already been swallowed by the landowners without the 
community obtaining any advantage. Less than 10 })er cent, 
of this huge sum has been used for the relief of peasant farms 
under 100 ha., in spite of tlie fact that such peasant farms cover 
a considerably larger total area than the large estates. The 
whole “ Osthilfe ” scheme is an exanqilo of far-reaching political 
corruption. 

The policy of high grain-tariffs is certainly no better, as the 
figures already quoted illustrate. The large landowner was able 
to obtain protection for his product grain — at a very early 
stage. These grain-tarifis were only detrimental to the peasant, 
70 per cent, of whose market-iu’oduce is live-stock products. 
This one-sided protectionist policy first had the effect of increasing 
the price of fodder, and secondly of decreasing the purchasing 
power of the industrial population upon which the peasant is 
dependent for a market. Throughout the crisis the purchasing 
power of the German industrial population has decreased rapidly. 
This is to a considerable extent due to forces outside the sphere of 
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agriculture, such as a steadily contracting foreign market and a 
decrease in industrial investment; it cannot, however, be over- 
emphasised that this contraction of purchasing power, and so the 
progressive impoverishment of the peasants, was stimulated by 
the high price of grain. The following figures illustrate the price 
movements between 1929 and 1932 : 



Vegetable 

Products. 

Fodder. 

Live-stock 
and Moat. 

Live-stock 

Products. 

1929 . 

120-3 

125*9 

12G*6 

142*1 ^ 

1930 . 

115*3 

93*2 

112*4 

121*7 

1931 . 

119*3 

101*9 

83*0 

108*4 

1932 (April) . i 

i 

122*4 

99*7 

04*2 

90*3 


1013, 100. 


Here wo see that while up to the spring of 1932 the price of 
vegetable products had hardly fallen at all, the jirico of fodder 
had fallen considerably, while the j)ricos of meat and live-stock 
products had fallen enormously. 

It is obvious that the catastrophic fall in price of meat and 
animal products and the relative stability of grain prices should 
biing about an increase in the area under grain and a decrease in 
the amount of live-stock. This has actually taken place, and in 
1932 for the first time for fifty years (Germany had a surplus 
production of grain : 



Wheat area. 


Crop. 

1929 

3-90 million acre. 

1231 

iiiLllioii bushels 

1930 

4-40 

139' 2 

»» »* 

1931 

ry'.Hi „ 

ir>5*5 


1932 

riG3 „ 

ISO'S 



The exceptionally favourable weather (londitions were to a 
considerable extent responsible for the good harvest in 1932, but 
nevertheless the large increase in the area under grain was entirely 
brought about by the stability of grain prices. The surplus is of 
the order of 1*2 mill. tons. The result has been a fall of grain 
prices throughout the autumn of 1932 and record low prices. 
The big landowners demand that the State should buy the whole 
surplus and stabilise prices. There is no doubt, however, that 
the State finances will in future bo too weak to restore prices to 
their old level. Any policy of price stabilisation must in any 
case be eventually doomed to failure, for it is clear that it would 
result in a still further decrease in live-stock and increase in grain 
production, which would only make matters worse. The grain- 
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tariffs become almost useless as soon as home-supply exceeds 
demand and thus defeat their own purpose of protecting the large 
landowner. 

In respect of grain-tariffs the German agricultural policy of 
the last decade is similar to that of Italy, France and Czecho- 
slovalda. In the latter countries the effects have been no less 
disastrous; thus in Italy between 1925 and 1929, in a period of 
general world prosperity, the number of horses fell by 8 per cent., 
mules by 18 per cent., donkeys by 13 per cent., cattle by 7 per 
cbnt., sheep by 20 per cent., goats by 43 per cent., the direct 
cause of the decreases btnng the grain-taxes and the consequent 
change-over from live-stock and fruit production to wheat, which 
(considering only the interests of the Italian peasants) it would 
have been better to import. Further, the importance of the 
contraction of the European market for grain has played an 
important pai-t in intensifying the world agricultural crisis. There 
is little doubt but that if all European countries were content to 
flo without grain duties and quotas, and concentrate their attention 
on other branches of agriculture, North America would have no 
wheat surplus, but would still be able to imTcaso production at 
profitable j)rices. 

Tlic new Hitler Government has, however, no intention of 
reducing or abolishing grain-tariffs and so destroying the large 
estates, which would undoubtedly be most advantageous to both 
the peasants and the industrial ])opulation. The new policy is 
only a continuation of the old. llie grain-tariffs are to bo main- 
tained, while at the same time the duties on all kinds of live-stock 
products are to be raised in an attempt to help the peasantry. A 
State monopoly has been introduced for the importation of fats 
and oils. The following prices illustrate the extent of this now 
protection : 

.Vverago pricos in Kin. piT 100 kg. (whi)losule). 

May L»2nd. 193;k 

148 
1G6 
270 

114-40 


The price of eggs in Juno 1933 wns 50 per cent, above the 
price in the corresponding month of 1932. This poUcy of restrict- 
ing imports has already led to retaliation by most countnes 


Lard (Berlin) 
Margarine 
Gorman but tin* 
Danish butter 
Cooking-oil 


January Jlst. 1933. 

102 

no 

214 

23.“) 

68 - 93 
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exporting to Germany, e,g. Denmark, Sweden, Holland, Bulgaria, 
Roumania, etc., which in turn will certainly lead to a diminished 
German export, diminished purchasing power of the industrial 
population, and finally further impoverishment of the peasants. 
The low standard of living of most of the German population 
results in the demand for such products as butter and eggs being 
extremely elastic ; a small rise in price results in a large decrease 
in consumption. Thus oven a comparatively small rise in duty 
may cause a relatively large decrease or a complete cessation of 
imports of such commodities as butter. According to the 
Liberal Viennese paper Die Borse, from June 15th, 1933, the 
consumption of butter in Berlin decreased in four weeks by two- 
thirds, the consumption of margarine fell by one-half and of 
bacon-fat by two-fifths, etc. 

During the second week of June the tax on oil-cake was 
suddenly increased to 00 Rm., which caused an immediate rise 
in price of about 100 per cent. The receipts from this tax are 
to be used to support grain prices. It is also hoped that the 
high price of oil-cake will encourage the 2)easants to use more rye 
as fodder. This tax has wipc'd out with one stroke any temporary 
advantage which the ])easants may have obtained through the 
increased butter jiriccs. 

Thus no solution, but rather an increase in severity of the 
crisis is to bo expected from the new tariff and quota j)olicy. 
Further, an increase in food {jrices in the face of decreasing 
industrial turnover is likely to lead to industrial strife. 

It is clear that a policy of all-round i)rotection for agriculture 
is a policy intended to help the peasant, and in particular the 
large farmer, at the expense of the industrial j)0])ulation. The 
following figures illustrate, first, that such an attempt is quite 
unjustifiable, in that industry has suffered during the crisis much 
more seriously than agriculture, and secondly, that the 2)ros- 
perity of agriculture is dependent on the prosj)eritv of German 
industry, and in particular on the ability to export. 



Not Value of Indus- 
trial Pruduotinn. 

Not Value of Af^ri- 
oultnral Produotion. 

German Indus- 
trial Export. 

1925 

26 inld. Kin. 

7-85 luld. Km. 

10-6 mid. Km. 

1926 

24 

8-35 

11-8 

1927 

32 

900 

12-5 

1928 

34 I 

9-85 

140 

1929 

32 

1000 

151 

1930 

26 

9:10 

13-2 

1931 

19 

SIO 

10-5 

1932 

14-5 ! 

1 

7-10 

6-2 
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It is important to emphasise that tiic importation of food- 
stuffs has decreased throughout the crisis; it is thus absurd to 
attribute the decrease of income of the agricultural population 
to foreign competition, which is, incidentally, the usual National 
Socialist interpretation. 

The conversion of agricultural debts, which is one of the most 
important schemes promised by the Hitler Government, is also a 
plan for subsidising agriculture at the expense of the town and 
city population, for it im])lies the partial compensation of creditors 
from State funds. 100 mill. Rm. have already been put aside for 
this purpose. 

The following figures illustrate very clearly how inadequate 
the proposed scheme of debt conversion is likely to be. In 1932 
German agriculture received a surplus of only 350 mill. Rm. over 
prime costs. Prime costs include very modest allowance for 
amortisation and living expenses, but nothing for interest, taxes 
or social charges (insurance, etc.). At the same time agriculture 
is expected to pay the following suj>pl(‘mentary costs : 

liitcTcsl. ...... C30 mill. Kill. 

Voraoiial tuxes ..... GO „ 

Social charges ..... 300 „ 

Turnover tax ..... 90 „ 

Other tax('S ..... 4r)0 „ 

Total .... 1,5.30 mill. Km 

The actual scope of the debt -conversion scheme is still uncertain. 
Hugenberg’s resignation in ]3aTticular has radically changed 
the outlook. Darre, the ne\v Minister of Agriculture, previously 
advocated a much more drastic riMliKdion in debt than is pro- 
posed in the Hugenberg plan, which has already become law. 
This plan foresees a conversion of agricultural debts on to a 
4 per cent, basis, while Dane intends to carry through a com- 
pulsory reduction of interest rates to under 2 per cent. Even 
more important than the reduction in interest rates is the coin- 
]3ulsory writing-off of d(d)ts. The Hugenberg plan foresaw a 
maximum reduction in debt, in particular cases, of 50 per cent., 
while Darre is in favour of more drastic action. 

Let us assume that the burden of interest is reduced by 
00 per cent. — say 400 mill. Rm. This would reduce the total 
“ su])plementary costs ’’ to 1150 mill. Hm., which is still three 
times as large as the surjdus which the farmer and peasant might 
be expected to pay. Tbe ])Osition is so serious that no amount 
of modification of interest payments or taxation can prevent a 
progressive deterioration of the position. The only way out of 
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the agricultural crisis is clearly a ri^storation of the purchasing 
power of the industrial population. The conversion scheme, 
which implies the partial expropriation of creditors, will certainly 
affect the general credit situation adversely, probably leading to 
a rise in interest rates in the country as a whole ; this is of great 
importance, for it is clear that a fall in interest rates— particularly 
of the long-term rate of interest, which is now over 7 per cent, on 
first-class gilt-edged bonds — is a preliminary condition for 
rccoveiy from the present slump. 

The National Socialist Government arc not entirely unaware 
of the “ lop-sided nature of their agricultural policy. It is not, 
however, realised that such a policy must lead to an intensification 
of the slump and a further contraction of incomes. Tlie policy 
is defended on political and social grounds. A prosperous agri- 
culture is necessary in case of military complications ! A 
prosperous peasantry is necessary to supply the Reichswchr and 
the Police l^^orce ! 

The National Socialists arc not, however, content with a policy 
designed to maintain the peasantry in prosperity, which would be 
a tremendous task if tackled in the right way, but are even more 
ambitious in advocating a programme of land-settlement. 

It is clear that a policy of large-scale land-settlement, at a 
time wlien thousands of peasants have only been rescued from 
their creditors by a debts moratorium, is doomed to failure. 
Under the projected scheme for the conversion of agricultural 
debts, many debtors may be compelled to give up part of their 
holdings. In this way the Government will obtain land for settle- 
ment purposes. The actual amount of land wdiich is likely to be 
obtained in this Avay is not knowm and will depend on the extent 
to which the big landowners can exert pressure on the Govern- 
ment. Each family settled is likely to cost the State initially 
about 20,000 Rm., though this may be considerably reduced if 
land is cheaply available, as it would bo if many largo and hope- 
lessly indebted estates were brought under the hammer. It is 
evident that in such extremely unfavourable economic conditions 
only persons with agricultural experience, energy and considerable 
ability can be settled with any chance of success. The settlement 
of industrial unemployed on the land is quite impracticable. 

Arthur Wynn 


Berlin, July 1933. 
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Senior’s Lectures on Monetary Problems 

Nassau William Senior’s famous lectures on money and 
international trade have been newly issued by the London School 
of Economics and Political Science in their series of reprints.' 
On re-reading these classic treatises one is led to the conclusion 
that the practical application of economic reasoning seems to 
meet with very great difficulties. We arc living in a world where 
trade barriers become more and more insurmountable. In 
defending the system of protection and prohibition, every day 
the same arguments are heard again which Senior and his fellow- 
economists have refuted and which Ricardo had already refuted 
years before. Why could this acute criticism of the Mercantile 
Theory of Wealth not succeed in convincing public oi)inion ? Is 
there a weak point in the demonstration of the futility of the 
protection doctrine? 

The foremost argument in the protectionist’s reasoning to-day 
is again, as in the days of the Mercantile Theory, the monetary 
standpoint. Restriction of imports is said to be indispensable 
for the maintenance of a country’s monetary equilibrium. It is 
true, one no longer speal^ of the danger of losing the circulating 
stock of coined precious metals to foreign countries. But the 
only reason for this is the fact that practically no country main- 
tains to-day an effective circulation of gold coins as most of them 
did till the outbreak of the War. The modem protectionist 
insists rather upon the necessity to secure the exchange ratio 
between the national and the foreign currency. What he does 
not wish to admit is that the exchange ratio does not ultimately 
depend on the balance of payments and that there is no danger of 
its being impaired so long as there is no over -issue of notes at 
home. 

The question to be answered to-day is exactly the same as is 
expounded in Senior’s lectures on the Transmission of the Precious 
IMetals from Country to Country. The difference lies only in the 
formulation, not in the substance. The problem is whether there is 
an automatic readjustment of the balance of payments or whether 

^ Nas.saii \V. Senior : 

]. Throo Lpotiirrs on tho Trajisinission of tho Prooious Metals from 
Country to Country and tho Moreantilo Theory of Wealth. 

2. Throo Lcot.ures on tlio Value of Money. 

3. Thioo Loctiuvs on the Cost of Obtaining Money and on some Effects 

of Private and Covornmont Paper Money. 

Numbers .‘h 4, 5 in Series of Reprints of Scarce Tracts in Economic ami 
Political Science (London School of Economies and Political Science). 
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Government is bound to interfere lest disastrous consequences 
follow. The chain of reasoning by which Senior proves that 
governmental interference is superfluous for this purpose considers 
a ‘State of things where imports and exports of commodities 
doihinate international business relations. For the present 
situation it seems necessary to keep in view the importance of 
credits, and accordingly to lay stress not only on the prices of 
commodities but also on the rates of interest. This, of course, 
does not in any way alter the essence of the problem, but it does 
seriously affect the political and ethical aspect of the question. 

Considerations of this nature play in the eyes of public opinion 
a bigger role than is generally supposed. In discussing the 
problem of trade restrictions primarily with reference to the 
prices of goods, one imagines a selfish producer who demands 
higher prices from the poor consumer. In this case sympathy 
is on the side of the consumer. But in regard to rates of interest 
sympathy is given to the lender. Whereas in the question of 
commodity prices public opinion splits into two parties so that 
against the friends of higher prices stand always friends of lower 
prices, in the problem of interest there is but one opinion, i.e. 
in favour of low interest. As the matter of controversy seems 
to lie in the dilemma whether to maintain at home a lower rate 
'of discount at the cost of import restrictions or to let the price of 
money rise under free trade, the scale goes down in favour of 
import restrictions. There is in every country a considerable 
opposition against import duties which one trios to justify by 
the necessity of raising the home price lcv(d in favour of home 
production. The opposition is very weak when im])ort duties 
are apologised for bv the expediency of maintaining a low rate of 
interest. 

There is no doubt that in countries where capital is very 
abutodant the rate of interest would be much lower were there not 
opportunities of ex])orting capital to countries with a higher rate 
ef Jnterest. Had the United Kingdom or had France in the 
fifty or sixty years preceding the War not invested a large amount 
of money abroad, the money rate? at London and Faiis would 
have been much lower than it actually was. If at this time 
someone in England had demanded a restriction of foreign 
investments from the labour point of view, as the Liberal Indus- 
trial Report did after the War, it would have been intelligible at 
least from the^ point of view of a short-sighted class policy. But 
the strange thing was that at this time, not the capital exporting 
countries, but the capital importing countries complained more 
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about the consequences of the international capital movements, 
assuming that it must }ead to higher interest, whereas its effect 
for them was the contrary. Strange to say, in the ’seventies of 
the nineteenth century in Austria the theory was evolved that 
the Austrian paper currency isolated the coimtry from the soli- 
darity of international money markets and so enabled the Bank 
of Issue to expand credit and maintain a comparatively low rate 
of interest without any disadvantages. This false theory was 
duly refuted by Wilhelm Luccam, the then manager of the 
Austrian Central Bank. But nevertheless it survived in Austria 
and had from year to year more success in the whole of Europe, 
especially in Germany, and even in America. 

When people to-day generally assert that things have so 
radically changed since the time in which the classical theory of 
money and foreign exchanges was expounded, that one cannot 
apply their results to modem conditions, they unfortunately do 
not give any proof. It is totally wrong to pretend that raising 
the rate of discount would not have any effect to-day on the flow 
of gold and on the exchange rate, or an insufficient effect. There 
is no proof that discount policy of the old type is inapplicable to 
the present situation. The fact is that the ruling parties prefer 
the consequences of a depreciation of the national currency to the 
consequences resulting from non-interference in the market’s 
money rate. 

Let us consider separately the different recent cases of 
departure from the old gold parity. There was the case of 
England in 11)31. Britain had to choose between a policy of 
defending the gold standard by raising the rate of discount, as 
has been done over and over again, and a policy of depreciation. 
She decided for the second because it made it possible to maintain 
unchanged the British level of prices and wages in the midst of 
a world of falling gold prices. Opinions differ on the soundness of 
this policy, and there is no doubt that it was very unsound from 
the point of view of Senior’s ideas. But there was nothing in the 
situation which could not be explained from the point of view 
of Senior’s theoretical teaching. It is true that his decision would 
have been very different from that of Great Britain’s rulers in 
1931. He would have believed that nominal wages had to fall 
'pcLfi pdssu with prices, and that there was nothing alarming in a 
situation where the prices of raw materials which England buys 
fall more rapidly than the prices of the manufactures which 
England exports. But Senior in discussing these problems with 
Mr. Norman and Mr. Keynes would at the end of the conversation 
No. 171.— VOL. XLIII, N N 
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have said : “ I see, gentlemen, that you follow other aims.” But 
he would have had no reason to say : ‘‘ You have to cope with a 
situation which my theory does not cover.” 

Yet in another respect a radical change in the financial situation 
has been accomplished. In the modem banking system the 
short-term debts play a dominating role. The banks of the 
lending countries have lent enormous sums to the banks of the 
borrowing countries. Literally they had the right to withdraw 
this money at short notice. But in fact such withdrawals could 
not be effected at once, as the borrowing banks had lent this 
money to business which could not pay it back at all or at least 
only after some delay. The international credit relations were 
based on a fallacious assumption of liquidity. The moment the 
lenders tried to exert their right of withdrawal there were only 
two alternatives : open declaration of bankruptcy by the debtor 
banks or intervention of the Government which suspended pay- 
ments to foreign countries. The introduction of foreign exchange 
control in some continental countries in the summer of 1931 was 
a makeshift for a formal moratorium. 

Banking to-day is not sounder when considered from the 
point of view of the home situation. Deposits subject to cheques 
and saving deposits are two entirely different things. The saver 
wishes to entrust his money for a longer period ; ho wishes to get 
interest. The bank which receives his money has to lend it to 
business. A withdrawal of the money entrusted to it by the 
saver can only take place in the same measure as the bank is able 
to get back the money it has lent. As the total amount of the 
saving deposits is working in the country’s business, a total 
withdrawal is not possible. The individual saver can get back 
his money from the bank, but not all savers at the same time. 
That does not mean that banking is unsound. It does not 
become unsound until the banks explicitly or tacitly promise what 
they cannot perform ; to pay back the savings at call or at short 
notice. 

The deposits subject to cheques have a different purpose. 
They are the business man’s cash like coins and bank-notes. The 
depositor intends to dispose of them day by day. He does not 
demand interest, or at least he would entrust the money to the 
bank even without interest. The bank, to be sure, could not 
earn anything if it were to hold the whole amount of these deposits 
available. It has to lend the money at short notice to business, 
if all depositors simultaneously were to ask their deposits back, it 
could not meet the demand. This fact that a bank which issues 
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notes or receives deposits subject to cheque cannot hold the total 
amount corresponding to the notes in circulation and to the 
deposits in its vaults, and therefore can never redeem at once 
the total amount of its liabilities of this kind, is the knotty 
problem of banking policy. It is the consideration of this 
difficulty which has to govern the credit policy of the banks 
which issue notes or receive deposits subject to cheque. It is 
this consideration that led to the legislation which limits the 
issue of bank-notes and imposes on the Central Banks the retention 
of a reserve fund of a certain magnitude. 

But the ease of the saving deposits is different. Since the 
saver does ilot need the deposited sum at call or short notice it 
is not necessary that the saving banks and the other banks which 
take over such deposits should promise repayment at call or at 
short notice. Nevertheless, this is what they did. And so they 
became exposed to the dangers of a panic. They would not 
have run this danger, if they had accepted the saving deposits 
only on condition that withdrawal must be notified some months 
ahead. 

Public opinion assumes that the real danger to maintenance 
of monetary stability lies in the flight of capital. This assumption 
is not correct. Capital invested in real estate or in industrial 
l)lants or in shares of companies holding property of this nature 
cannot fly. You can sell such j)roperty and leave the country 
with the proceeds. But — unless there is no expansion of credit 
— the buyer simply replaces you. If he is a foreigner, then the 
capital flight of the native is compensated by the immigration of 
capital from abroad. If the buyer is another native, then he can 
provide the means — when additional credit is not granted by 
credit expansion — merely by selling his property, and so the case 
with him is the same. One person or another can withdraw his 
capital from a country, but this can never be a mass movement. 
There is only one apparent exception, i,e. the saving deposit 
which can be withdrawn from the bank at once or at short notice. 
When the saving deposits are subject to instant withdrawal and 
the bank of issue renders the immediate withdrawal possible by 
advancing credits for these savings to be withdrawn, then credit 
expansion and inflation cause the exchange ratio to rise. It is 
obvious that not the flight of capital but the credit expansion in 
favour of the saving banks is the root of the evil. 

The pith of the problem lies in the deposit policy. Banks 
which promise no more than they can fulfil without extraordinary 

assistance from the Central Bank, never jeopardise the stability 

nn2 
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of the country’s currency. And even the other banks who have 
been imprudent enough to aagume liabilities which they cannot 
meet are only a danger when the Central Bank tries to assist 
them. If the Central Bank were to leave them to their fate, 
their peculiar embarrassment would^^ot have any effect on the 
foreign exchanges. That the additional issue of great amounts 
of bank-notes for the sake of the repayment of the total amount 
or of a great portion of the country’s saving deposits makes the 
foreign exchange go up is easy to understand. It is not simply 
the wish of the capitalists to fly with their capital, but the 
expansion of the circulation, that imperils monetary stability. 

Had the Central Banks not believed that it was their duty to 
cover up the consequences of the deposit banks’ wrong policy 
they would have not only maintained without artificial and, at 
the same time, ineffective measures the stability of the exchange 
ratio, but would have forced the deposit banks to make agree- 
ments with their clients concerning the payments due. By such 
agreements they w'ould have adjusted the payments due to the 
payments receivable. The Standstill Agreements would have 
benn made definitively and for all debts, foreign and domestic. 

To sum up, wu are not entitled to say that Senior in his 
writings on money and monetary subjects had to deal with 
problems other than those which we have to-day. The task of 
monetary and banking theory is in principle not diflerent to-day 
from Senior’s time. Different, of course, are the conditions of 
our banking organisation, the institutions, and the consideratioiw 
which politicians keex) in mind. Different arc the data, but not 
the mechanism of exchange and social co-oi)eration. All the 
questions of principles which Senior had to face are identical with 
those which our theory has to answer. We may differ from 
Senior in regard to the treatment of the fundamental items of 
value and exchange, but we have still the same problems to 
solve. And notwithstanding all changes in economic thought 
and reasoning, in social conditions and political aspects, in 
banking organisation and in business life generally, no one can 
read these old pamphlets without profit. 


Vienna, 


L. Mises 
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Decreasing Costs : A Reply to Mr. Harrod 

Mr. Harrod,^ Mr. Shove * and myself * are in complete agree- 
ment upon the fact that the level of profits which is just not great 
enough to attract new firms into an industry may often bo con- 
siderably higher than the level of profits which is just sufficiently 
great to prevent existing firms from leaving the industry. But 
Mr. Harrod appears to suppose that this state of affairs is in some 
way necessarily connected with imperfection of the market. 

Reflection will show that there is no necessary connection 
between the two. Competition may be perfect (in the sense that 
the elasticity of demand for the individual firm is infinite) and 
yet there may be considerable difficulty of entry into the trade, 
so that there is a considerable gap between the upi)er and lower 
level of profits. On the other hand, the market may be highly 
imperfect (for instance, on account of transport costs), and yet 
there may be free entry into the trade and complete adaptability 
of factors of production, so that the two levels of profits coincide. 

It is impossible to disagree with Mr. Harrod when he says that 
“ in order to use an apparatus of cost curves effectively and to 
give any meaning to the expression, decreasing costs, it is necessary 
to specify a single rate of profit.” But, as often happens in 
economic analysis, it is necessary to specify the rate appropriate 
to the problem for which the apparatus is required. When we 
are considering an industry expanding in response to increases 
in demand (whether competition is perfect or not), it is useful to 
describe as “ normal profits ” the upper level of profits, beyond 
which the number of firms in the industry would increase. 1 
used the phrase “ normal profits ” in this sense in the article which 
Mr. Harrod is criticising. When wo are considering an industry 
which is tending to contract in face of a decline in demand, the 
phrase “normal profits” may be used to describe the lower level 
of profits, below which firms would disa 2 )pear from the industry. 
When demand is varying in such a way that profits fluctuate 
between these two levels, the number of firms in the industry is 
fixed, so that average, as opposed to marginal, cost curves have no 
place in our analytical apparatus and the conce 2 )tion of “ normal 
profits ” is not required. 

Mr. Harrod’ 8 definition of the normal rate of profits (which 
he holds to bo equally appropriate to all these problems) is 
extremely obscure. He appears to overlook the fact that it is 

^ Economic Journal, Juno 1933, p. 337. * Ibid,, March 1933, p. 119. 

» Ibid., March 1933, p. 125, 
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impossible to deduce average cost from marginal cost because 
aggregate cost may contain a fixed element which is independent 
of output.^ 

Moreover, Mr. Harrod fails to recommend his definition by 
the use to which he puts it. He asserts that when “ the particular 
demand curve, as it shifts its position, retains a constant elasticity 
for each value of ?/ . . . the supply price curve and the cost 
curve constructed in the manner suggested above both have a 
negative gradient, both have a positive gradient or are both 
horizontal.’* Mr. Harrod has unfortunately mistaken my “ hint.” 
The proposition to which he appears to bo referring is that, 
when the number of firms is fixed, supply price will rise, fall, or 
remain constant, in the conditions of demand which ho describes, 
according as marginal cost is rising, falling, or constant (provided 
that cost to the firm is independent of the output of the industry).^ 

To establish this proposition it is unnecessary to include an 
average cost curve in our apparatus, and if Mr. Harrod was only 
interested in the analysis of the supply curve of a fixed number of 
firms he need not have been at such pains to find a peculiar 
definition of normal profits, since every definition of normal 
profits is equally irrelevant to tlie problem, 

Joan Hobinson 

Foreign Capital in India — A Rejoinder 

In the March issue of the Journal Mr. V. K. R. V. Rao 
has made two criticisms on my estimates of foreign capital 
invested in India. With each of these I propose briefly to deal. 

In the first place, my calculation purports to bo an estimate 
of the amount oi foreign capital invested in India, and this, I 
estimate, is of the order of £500,000,000. The discrepancy 
between Mr. Birla’s estimate of £1,000,000,000 and my own is 
not duo, as Mr. Rao alleges, to the <ambiguity in the phrase 
“ foreign liability,” but to exaggeration on the part of Mr. Birla, 
especially in regard to the capital of comjjanics operating in 
India but registered elsewhere, and to that of companies registered 
in India, the capital of which is held abroad. Mr. Rao’s estimate 
of foreign capital investments is £600,000,000. The statistical 
data are often inadequate, and in estimating the amount of 
privately invested capital in India there is, of course, a large 

^ May f suggest to Mr. Harrod that ho should consider how his definition of 
normal profits “ affects the theory of equilibrium ” under perfect competition ? 

* The analysis which I was endeavouring to explain to Mr. Harrod is set out 
at length in Chapter 4 of my Economics of Imperfect Competition^ 
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element of conjecture, or more or less intelligent guessing, as 
the case may be. Sir Robert Kindersley’s recent estimates in 
the June Economic Journal are of much interest in connexion 
with my estimate. He puts British capital invested in India 
and Ceylon — he does not show India’s share separately — at 
£468,000,000, made up of £261,000,000 as Governmental and 
municipal, £90,000,000 in railways, £12,000,000 in public utilities, 
£14,000,000 in mines and £81,000,000 as miscellaneous. His 
figures include the bonds and stocks of Government and munici- 
palities, the interest payments on which are made in London; 
securities of all British companies classified in the Stock Exchange 
Intelligence, and, although working in India and Ceylon, are 
registered in the United Kingdom ; and securities of foreign and 
colonial companies registered and operating in India and Ceylon 
in which dealings are permitted on the Stock Exchanges of the 
United Kingdom. All things considered, I do not think that 
the estimate of £500,000,000 can be taken as an under-estimate 
as Mr. Rao believes. On page 171 of the March issue of the 
Journal, under item ‘‘ e,” Mr. Rao states that no allowance 
has been made for private capital in India, but a reference to 
page 573 of the September issue will show that an allowance of 
£19,000,000 has been made, as against £15,000,000 by Mr, Rao. 
Mr. Rao omits to take into account Indians’ increasing share in 
companies registered out of India, notably in the jute industry. 

Secondly, Mr. Rao makes a somewhat astonishing slip when, 
on page 172, he expresses his belief that my figure of 3-8 per cent, 
was based on a figure as far back as that of Sir George Paish 
of 1907. The figure was taken from the invaluable Statistical 
Summary of the Bank of England for August 1932. It is the 
total interest paid expressed as a percentage of the amount of 
capital outstanding, and refers to Government and municipal 
loans. For both 1929 and 1930 the percentage is 3-8. In 1929 
there was, of course, only one long-term Government sterling 
loan floated, and this gave a redemption yield of approximately 
5 per cent. The structure of Indian public debt has been greatly 
improved by the conversion of short- into long-term debt, and 
the basis has been reduced from more than SJ- per cent, to about 
3| per cent. This is not the whole story. Nearly 80 per cent, 
of India’s public debt is represented by interest-yielding assets. 
The gross interest on ordinary public debt in India and in 
England is about £33,000,000, or 4-3 per cent., but, as most of 
this is recoverable from railways, irrigation, the Post Office, 
and the Provincial Loans Fund, the net charge to the Budget 
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is only a shade over £3,260,000. The main thesis of my rejoinder 
to Mr. Birla, published in the December issue of the Journal, 
has been greatly reinforced by events since it was written. 
Budget balance has been achieved, capital expenditure has, 
thanks largely to Sir George Schuster, India’s Finance Minister, 
been kept well under control, and India enjoys the distinction 
of maintaining, in addition to a budget balanced without any 
trick devices, a sinking fund for debt redemption which has not 
been raided. Is there any other country in the world that can 
at present equal this record ? I think not. 

G. Findlay Shirras 


On a Forgotten Quotation about Cantillon’s Life 

I THINK it will interest the readers of The Economic Journal 
to be acquainted with a mention of the name of Richard Cantillon 
which I have happened recently to come across and which, 
exclusive of course of the printed documents in the law-suits 
between the banker and his clients — is, as far as I know, the first 
mention made of him in a book relating to economics. At least, 
it is not recorded in the learned articles of Jevons, Higgs and 
Hayek. 

The occasion of this mention was the famous Order (ArrH) of 
January 26, 1721, in virtue of which all public securities current 
during the “ System ” were to be submitted within two months 
to an accurate examination by special commissioners for the 
purpose of cancelling or reducing or maintaining them. A visa, 
or stamp, on the security was declared essential to its validity. 
On September 14, 1721, a new order compelled all public notaries 
to send to the commissioners a sworn extract of all transactions 
made through their instrumentality between July 1, 1719, and 
December 31, 1720. The commissioners having been thus enabled 
to draw up an account of the fortunes acquired during the 
‘‘ System,” an extraordinary tax of 187,893,661 livres was levied 
on them by an order of September 15, 1722. A list of so-called 
“ Mississipiens ” or millionaire shareholders of the Mississippi and 
other mushroom companies was drawn up. Mississipiens, called 
also hommes nouveaux,” wore divided into four classes, the first of 
which included forty-six (not thirty-eight, as is said by Levasseur) 
names; the highest assessment, that of a Dame Chaumont, 
being of 80 million livres, and the lowest of 15 million, besides 
nine persons whose recently acquired fortune was not disclosed, 
but who, notwithstanding, were taxed for no less than 1,302,000 
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livres. The yield of the tax ought to have been 117,650,211 livres 
for this first class, 58,642,576 for the second, 7,109,336 for the 
third, and 4,491,538 for the fourth ; a total of 187,893,661 livres. 
What the net true yield was is not known ; probably less than the 
estimate, as many speculators managed to fly to foreign countries 
with their acquired riches, or to buy with various corrupt means 
total or partial immunity. The story is told at length in two 
books, Histoire du systeme des finances sous la minorite de Louis XV 
pendant Us annees 1719 and 1720 (six tomes. La Haye, ches 
Pierre de Hondt, 1739), and Histoire generate et particuliere du 
Visa fait en France pour la reduction et V extinction de tous les papier s 
royaux et des actions de la Compagnie des Indes, que le Systeme des 
Finances avoit enfantez (four tomes, La Haye, ches F. H. Scheur- 
leer, 1743), par Du Hautchamp. Mr. Levasseur writes that 
Du Hautchamp’s two books are “ the most precious source 
known ” on the System (E. Levasseur, Recherches historiques sur 
U systeme de Law, 1854, p. xi). Du Hautchamp gives us indeed 
many interesting and lively details on the Law episode. Among 
others, he tolls us that the Mississipiens hoped that the jolly bon- 
fire, which on October 17, 1722, burned all the deeds, registers, 
and other papers of the great liquidation of the “ System,’’ had 
destroyed also the list of taxpayers’ of the extraordinary levy of 
1 87 million livres. But the list was preserved, and Du Hautchamp 
was able to publish it at the end of the second volume of the 
Histoire du Visa, I do not know if the original list is preserved 
in the public archives ; but the bookseller who sold me a copy of 
the book assures me that the Histoire du Visa became very scarce 
on account of this very list. The “ hommes nouveaux ” whose 
names were put on the taxpayers’ list (there are 243 in the four 
classes, and fifty-nine more are added by Du Hautchamp as 
notorious “ Mississipiens ” who managed not to be included) did 
not like the publicity, and bought and destroyed the volumes. 
The inference is the more plausible as Du Hautchamp adds to 
names and figures of fortunes and taxes observations of its own, 
sometimes disagreeable. 

Unfortunately, no positive observation is added to the name 
of Cantillon, contained in the first class of profiteers by the 
Mississippi mania. Here is the quotation, taken from page 170 
of the second volume of the Histoire (1743). 

Millions qu'on 

lour attribuoit 
Nome dos en Papiors du 

Actionnaires. Syst(>me. Taxes du R6le. Remarques. 

Richard Cantillon 20,000,000 liv. 2,400,000 liv, Inconnu 
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Cantillon, who was mostly absent from Paris between 1720 
and 1726, did not care, or was not able to search for protection 
among the aristocracy, and his noble clients were, moreover, too 
^angry with him to allow his name to be dropped from the larger 
provisional list, as happened with several other big financiers (Du 
Hautchamp, Histoire du Visa, II, 11 and 196-197). The estimate 
of the fortune acquired by Cantillon was, as for other profiteers, 
largely a matter of guess, as it was based on the examination of 
deeds or transactions registered in public notaries’ offices or in 
the India Company’s books and other public sources, supplemented 
by a roused public opinion. 

May I add to the present too long note on a too short quotation 
that some relevancy can, however, bo attached perhaps to the 
“ unknown ” characterisation of the great economist ? Wo are 
told by the Counsel for Cantillon in the legal suit brought against 
him by the brothers Carol that Cantillon loft business in 1719; 
and from letters exchanged betw^een Cantillon and his clients and 
partners it appears that ho was a “ bear ” of India Stocks, and 
remitted large sums to England and Amsterdam (sec Higgs’s 
Appendix to the Keprint of the Essay, p. 368). Cantillon was 
clearly one of those clover men whom Du Hautchamp, who was 
friendly to the System, calls “ realisateurs ” ; but ho always kept 
himself in the background, never coming to the front, so as to be 
counted along with those small men suddenly risen to prodigious 
fortunes whose names had acquired groat notoriety in Paris. 
Du Hautchamp, who likes to relate deeds and words of almost 
every noted “ Mississipien,” does not mention Cantillon except in 
the taxpayers’ list ; and here he is bound to confess that ho knows 
nothing of the man, notwithstanding the fact that his was one of 
the biggest fortunes discovered by the royal commissioners. 
Surely Cantillon did not invest the proceeds of his Paris specula- 
tions in houses and lands in France, because he would have been 
obliged to disgorge them. The house of which ho appears pos- 
sessed in Paris at his death (Higgs, foe. cit,, p. 376) was probably 
his property already in August 1719 {ibid,, p. 366), f.e. before the 
visa period. It would be interesting to know if Cantillon paid 
his 2,400,000 livres tax ; but Du Hautchamp, who is loquacious 
about tax-defaults of other “ Mississipiens,” who took care, as 
Cantillon did too, not to return at once to France from foreign 
refuges, leaves us in the dark on this point. Researches in the 
archives of the Controle des Finances and of the Chambre des 
Comptes of Paris may perhaps supplement the hint which Du 
Hautchamp’s quotation gives us as to the origin of Cantillon’s 
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fortune, and provide further information as to the levy made or 
attempted on it by the French taxing authorities. 

Lxnoi Etnaudi 


Current Topics 

As recorded at the commencement of this issue, the Annual 
Meeting of the Society was held at the London School of Economics 
on May 25. It was then announced that the publication of the 
definitive edition of the Writings of David Ricardo under the 
editorship of Dr. Piero Sraffa is expected in the first half of next 
year. The English version of Wicksell’s Geldzins urul Gillerpreisey 
translated by Mr. R. F. Kahn, with an introduction by Prof. 
Ohlin, is also nearing completion. 

His Majesty the Kino, our Royal Patron, accompanied by 
the Queen, laid the foundation stone of the new buildings of the 
University of London on the 26th of June. The buildings when 
completed will provide the University with large and dignified 
headquarters and will add a striking new architectural feature on 
the north of the British Museum. 

The occasion was celebrated by festivities extending to three 
days, and invitations were accepted by over three hundred 
representatives of British and foreign Universities and learned 
Societies, including the Royal Economic Society. 


In Mr. Robertson’s article above on “ Saving and Hoarding,” 
p. 407, § 9, 1. 5, for = M,' - X, read = M,' - X + X. 



RECENT PERIODICALS AND NEW BOOKS 

Jourml of the Royal Statistical Society. 

Vol. XCVI, Part TIT. British Railways Since the War. K. G. Fenelon. 
Public Expenditure and Trade Depression. R. G. Hawtbby. 

EcoTiomica. 

May, 1933. The Trend of Economic Thinking. F. A. von Hayek. 
The National Income of the U.K. in 1924. A. L. ITowley. A 
Note on Mr. Hicks* Distribution Formula. A. C. PiGOU. The 
Constitutional Importance of the “ Commissioners for Wool '* of 
T689. R. M. Lees. The Marginal Utility of Money and its 
Application. R. C. D. Allen. 

New Britain. 

January, 1933. The Emergent Order. J. Hodgson. The Scientists* 
Outlook. C. S. Williamson. The Physical Foundations of 
Civilisation. F. Soddy. Publicity and Credit. C. H. Douginas. 
Ananias ; his Present Occupations and Enterprises. R. W. 
Postgate. The Cultural Integrity of the State. S. G. Hobson. 

Quarterly Journal of Economics. 

May, 1933. The Nature and Significance of Economic Science” in 
Recent Discussion. R. W. Souteb. Large-scale Enterprise in the 
Light of Income-tax Returns. W. L. Crum. Relation of Call 
Money Rates to Stock-market Speculation. W. J. Eiteman. One 
Year of the Reconstruction Finance Corporation. J. F. Ebbrsolb. 
The Use of Indifference Curves in the Analysis of Foreign Trade. 
W. W. Leontief. 

Harvard Review of Economic Statistics. 

May, 1933. Review of the First Quarter of 1933. W. L. Crum and 
J. B. Hubbard. A Memure of the Severity of Depressions. A. R. 
Eckler. The Cold Percentage. H. R. Bowser. 

Journal of Political Economy. 

April, 1933. Ernst Freud (1864-1932). A. H. Kent. The Expansion 
of Bank Credit. J. W. Angell and K. F. Fiobk. Recent Social 
Trends. P. A. Sorokin and W. F. Ogbubn. Werner Sombart 
and the “ Natural Science Method ” in Economics. L. Rooin. 
HoUrop's Formula for the “ Coefficient of Differentiation ” and 
Related Concepts. A. W. Marget, 

June, 1933. Railway Rates and Rate-making in France since 1921. 
H. E. Dougall. a Quantitative Theory of Industrial Fluctuations 
caused by the Capitalistic Technique of Production. E. Thbiss. 
Expansion Possibilities of the F^ral Reserve Banking System. 
S. I. Posner. Economic History and the Economist. M. S. 
Handman. Federal Reserve Policy. H. L. Reed and C. 0. 
Hardy. 
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The American Economic Review, 

June, 1933. Economic Phases of the Wholesale Market, N. H. 
Enqle. Basis of Economic State^smanship. C. E. Ayres, 
Social Aspects of Commercial Banking Theory, F. A. Bradford. 
Taocation and Minimum of Subsistence, A. G. Ruehler. Ex- 
pansion of Bank Credit. W. A. Neiswanger. Mr, Keynes's 
Control Scheme, E. C. Simmons. 

Wheat Studies. 

(Food Research Institute, Stanford.) 

July, 1933. Britain's New Wheal Policy in Perspective. The new 
measures are both ingenious and moderate. They are directed 
primarily towards farm relief, not self-sufficiency even within the 
British Empire. The new wheat policy is, however, the “ spear- 
head of a re-oriented policy towards British agriculture, in which 
animal husbandry strongly predominates. 

International Labour Review. 

May, 1933. Unemployment Benefits^ and Measures for Occupying the 
Unemployed in Great Britain. H. Fuss and I). C. Tait. The 
Economic Depression and the Employment of Women. II. M. 
Thibert. The Mexican Federal Labour Code. M. P. Troncoso. 

June, 1933. International Labour Conventions as a Means of 
Assuring Identity of Treatment for National and Foreign Workers 
on a Basis of Reciprocity. J. Secrktan. Immigration in France. 
G. Mauco. The Size of Industrial and Commercial Establishments 
in Different Countries. The Labour Question in Swedish Agri- 
culture. 

Population. 

June, 1933 (V^ol. 1, No. 1). A Survey of the Problems of Population- 
The Editor. The Urgpicy of Population Study. G. II. L. F. 
Pitt-Rivers. An Outline of Population History. A. M. Carr- 
Saunders. a Survey of Data respecting Animal Populations. J. 
Huxley. The Biological Aspects of Migration. F. A. E. Crew. 
The Situation in South and East Asia. C. Close. La population 
beige. U. Fallon. 

Revue d'Rconomie Politique. 

March, 1933. La France devant la Crise des Echanges Inter nationaux. 
Treated in various aspects by G. PiROU, P. Jeramec, A. Aftalion, 
J. Weiller, W. Oualid, P. Jolly, W. Wittich, M. Auge- 
Laribe, L. Brocard, J. Rueff, J. Pkoix, R. Wolff, H. 
Truchy, E. Allix, R. Picard. 

Journal des Economistes. 

May, 1933. Les entretiens de Washington et la chute du dollar. E. 
Payen. L'Europe Centrale. R. J. Pierre. Les Emprunts 
Intemationaux et la crise. M. Carsow. 

June, 1933. Le defense du debiteur en Tchecoslovaquie, S. Boro- 

DAEVSKY. 
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Archiv fur Sozialwissenschaft und SoziaVpolitik. 

May, 1933. Wicksells Thearie des Zusammenhangs zwischen Zinssatz 
und Geldwertschuxinkungen, J. Pedeksen. An analysis of tho 
cumulative process resulting from a divergence between the 
market and natural rates must be dynamic. WickselFs con- 
clusion that the Banks can control the price-level by their interest 
policy is incorrect in so far as it assumes a perfect elasticity of 
interest rates and therefore even the possibility of tho Banks' 
enforcing a negative rate. The author suggests tho discrepancy 
between “ natural ” and market wages as an alternative explana- 
tion of movements in the price-level, and concludes that a better 
criterion for policy would thus be afforded. Soziale Oliederung 
der deutschen Arbeitnehmer. T. Geiger. Gedanken zur Krisen- 
bekdmpfung. P. A. Koller. The author reviews Milhaud’s 
project for facilitating international trade by international bons 
d'achat which would obviate tho difficulties of crude barter and 
yet avoid currency complications. Die Zahlungsbilanz Bulgariens 
1924-31. S. Sagoroff und A. Tschakaloff. Em System der 
autonomen Finanzwissenschaft. H. Jecht. 

June, 1933. liber die philosophischen Grundlagen des wirtschafts- 
wissenschaftlichen Arbeitsbegriff. H. Marcuse. Die Stoats- 
haushalt in der Depression, H. Ritschl. Our economy is com- 
posed of a static communal and dynamic market economy. After 
an analysis of public undertakings and public expenditure and 
receipts in Germany during the depression, the author concludes 
that a considerable extension of state and public activities would 
minimise the effects of the trade cycle and that a long-period plan 
of development is necessary. Die tschecJiosloivakische Ausfuhr in 
der Krise, F. Valina. Czecho-Slovakia should turn westwards 
for her markets and enter into tariff agreements with Germany 
and Austria to find new outlets for her exports. Die dialektiscke 
Erfassung des Rechts im sozialen Ganzen. K. Wolff. 

Jahrbucher fur Nationalokonomie und Statistik. 

May, 1933. Die ‘‘ Allgemeine " und die “ Spezielle ” statistische Metho- 
denlehre. F. Zi2ek. Theoretical statistics is general and formal in 
character and provides a system of general rules of statistical 
demonstration, whilst special statistics is concerned with arrang- 
ing its material and applying the appropriate methods. Beitrag 
zum Kreditjyroblem. H. Beinhorn. Finanzwirtschaft, Fiscalitdt 
und Zweekbesteuerung. H. Fick. Spannungsverhdltnisse im 
Betreibsrdtesystem. H. Monch. 

June, 1933. Erkenntnistheorelische Kritik der Osterreichischen Wert- 
lehre. K. Englis. After a brief exposition of the Austrian theory 
of value, the following criticisms are advanced. Tho Austrians 
lay down as universal laws which, being dependent on empirical 
jDsychology, can never be more than general, and thus do not 
succeed in separating the logical from the psychological. The 
theory of alternative costs does not distinguish between situations 
in which we do forego something to acquire something else and 
those in which there is acquisition without any foregoing. But 
the main criticism is that the Austrian theory of value is inapplic- 
able to a “ state economy.” Finally, wants are not causally but 
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teleologically related with reference to a central end. Die Burg- 
schaften der dffentlichen Hand in rechtlichery finanzieller und volks- 
mrtschafilicher Beziehung. K. v. Deybeck. 

July, 1933. Der Jv^endhegrijf der Nation, R. Michels. WeltwirU 
schajishrise und KapitaliimtLS, W. Weddioen. The causes, both 
real and monetary, of the present depression are not inherent in 
capitalism, but a return to a non-interventionist economy is 
impossible and reforms based on a synthesis of economic democracy 
and the corporative state retaining initiative arc advocated. Das 
Ende des Automatik des Marklmechanismus. 0. Conrad. Pre- 
w|ir depressions tended to be cured of themselves, but since the 
policy .of Government intervention and price and wage main- 
tenance has been adopted, the remedy is either to revert to a free 
market, or to have a socialist planned economy or best a planned 
administration based on communal interest and having the power 
to lower wages and prices simultaneously. Wandlungen in des 
Lebensdauer und dem Altersaufbau der Bevolkerung, P. Mombert. 
The author describes the changes in the average expectation of 
life and the influence of the decline in birth-rate on the distribution 
of age-groups, and concludes that the economic effects of the 
increase in average expectation and of the decline in the birth-rate 
need not bo unfavourable. 

Schmollers Jahrbuch, 

April, 1933. Der Ka^italismus als Ausdruck einer Entiuicklungsstufe, 
K. PiNTSCHOVius. Capitalism is neither a philosophical abstrac- 
tion deduced from isolated sociological phenomena nor yet a 
syncretism of various actual facets, but ratlier an inevitable stage 
in the evolution of social concepts. Ka^italmangel und Steuer- 
politik, H. Zasseniiaus. Shortage of capital is defined as 
shortage of means of payment for financing existing and new 
enterprises. The effects of different taxes on income, saving, and 
accumulation are analysed, and it is concluded that the taxes 
most detrimental to the provision of capital are the inlieritance, 
property, and income tax in that order. Post-war taxation policy 
in Germany was harmful in this respect. Wirtschaft und Politik 
in ‘‘ reinen Kapitalismus,*' R. Behrendt. In contrast to 
political behaviour, economic behaviour is rational, and there is 
no necessary connection between the two. Noch Einmal : die 
Abwanderung vom Lande und das Goltzsche Gesetz. P. Quantb. 
Die Allgemeine Freisbildung, 1890-1913. G. Tintner. 

June, 1933. Okonmnische Theorie und Liberalismus, G. Mackenkoth. 
Economic analysis proceeds on abstnict assumptions concerning 
the institutional organisation of society; previous economists 
attempted to make Liberalism the basis of “ economic rationality,** 
but the realisation of the relativity of values renders it possible to 
bring their premises to light. Wirtschaft und Politik in der 
“ kapitalistischen W irklichkeiC' R. Behrendt. Die Wdhrungs- 
und-Kreditkrise. ¥, Machlup. An account of the crisis in credit 
and currency and of the measures taken to prevent flight of capital 
and depreciation of currency and to protect the balance of trade. 
The view that deflation is the cause of the depression is attacked, 
and it is concluded that the measures so far taken to restore con- 
fidence have rather diminished it and accentuated the depression. 
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Die Wechsellagenpolitik der Federal-Reserve Banken. K. Waibl. 
The aims, methods, and effects of Federal Reserve policy since 1920 
are examined. From the beginning the belief that the American 
economic position is independent of that of other countries has 
exerted a decisive influence on monetary policy, and its dangers 
are not yet fully realised. Die deutsche Arbeitsmarkt in der Krise. 
W. WoYTiNSKY. Grundlegung einer neuer Staalsmssenschaft. 
Freiheiib V. Bissino. 

Weltwirtschaftliches Archiv. 

July, 1933. Die Zerruttung der Wertsphare. J. Lescure. An 
investigation of the causes of the abnormal differences whidi have 
arisen between price-levels, home and foreign, import and export, 
goods and services. Neidrales oder Wertstabiles Qeld ? A. Mahr. 
Comparison of the operation of these policies is in favour of the 
latter on the whole and especially because it does not impede 
general economic growth, as the former docs. Der Einfluss der 
Devaluation auf das Preisniveau. J. L. K. Gifeord. The author 
has attempted to find whether there was an adjustment of the 
internal price-level to the world gold price-level in a number of 
countries on their returning to the gold standard after the last 
European war, namely, after the devaluations in Germany, 
France, Belgium, Austria, Hungary and Czechoslovakia, and the 
return to the old parity in Great Britain in 1925. By means of 
comparable wholesale prices index-numbers and the price quota- 
tions used, tile food, clothing and miscellaneous group index- 
numbers of the cost of living indexes, and certain wage index- 
numbers, ho discusses the amount of similarity of movement which 
may be expected between the different countries, and the possibility 
of divergences caused by the choice of a particular gold content. 
He examines the actual adjustment in some cases, making allow- 
ances for some disturbing forces which influence the relation of the 
price-levels and which hide the effect of the devaluation. He then 
classifies devaluations according to their effect in normal circum- 
stances, and argues that a devaluation, neutral with regard to the 
balance of payment, is also neutral with respect to adjustment of 
the price-level, credit structure, production, distribution of income, 
and the interests of other nations, but that a devaluation intro- 
duced in abnormal circumstances camiot be neutral with regard 
to the interests of other countries which may be affected very 
seriously. He maintains that it is better for a Government to wait 
for the return of normal circumstances before it devaluates and then 
to choose a neutral devaluation. In view of the short duration of 
any direct export stimulus, the case which other nations can 
combat it by retaliatory measures and the evil effects of such 
proceedings lead him to conclude that the policy of trying to 
stimulate exports by means of a devaluation and corresponding 
credit policy, possibly with a view to increasing gold reserves, is 
not likely to be in the interest of any country. Diskornipolitik 
und Zahlungsbilanz. A. von Muhlenfels. Criticises the 
mechanical theory of the operation of discount rates on the trade 
balance ; its operation is full of friction and of looseness. It is 
concluded that the policy of the balance of payments should not 
be simply handed over to an autonomous bank of issue, but should 
be related to public purposes. Die Bedeutung des Kredits in der 
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heutigen Weltwirtschaft. R. Libfmarn. The importcance of long- 
term credit is much lessened by the probable transition from an 
expanding to a more stationary economy. Der irertwirtschaftliche 
Austausch der Produktiomfaktorni. P. Mombkrt. The dis- 
proportionality of the factors of production; the internati<Jiial 
balance of population. Die wirtschafilichen Grenzen der Pionier- 
siedlung. J. 11. Condlipfe. The author deduces from statistics 
of growth of population the areas in which pioneer settlement is 
pro(;ceding most actively, and points out the check to settlement 
imposed by declines of prices and stoppage of capital exports. 
Wandlungen der jajyanischen Deviaen- iind Zollpolitik, T. Yumoto. 
P6st-war problems of tariff policy in relation to international 
agreements. Die faschistische korporaiive Wirlschajlsordnung. A. 
Daieelli. ExamiiK^s the distinction of the (..'orporativc! system 
from Jjiberalism and Socialism, and argu(\s for it as a ])ropm* 
co-operation of the classes. 

(Jiornale degli Dconomisti. 

March, 1933. A^iiwiio iecnico ed economico atlimle delh appliaizioni 
chimiche. L. 0amj3I. Uincidenza delVimposki sulV oro-imneia. 
A. G. Canina. a discussion of the incidence of a tax on gold. 
Note, sul pagamento inglese agli Stati IJniti per il debito di guerra. 
E. Eossatf. a propofiito di alciini appunli sul costo vionetario 
ddVnomo. 0. Pietra. 

April, 1933. Sidrutilitd di wi “ rapido ’’ ammortame.nto del debito 
pubblico. E. 1.)’Alber(U>. Lafimnza e, le riralntazioni monciarie 
nei “ Orundlehren der Finanzivirtsclmjt ” di Da Viii Dc MarcoP 
Professor Oabtatt in reviewing the German translation of Pro- 
fessor l)e Vili Do Mar(!o’s well-known treatise on Public Einanee, 
comments on Book V in the German text, which is new material 
not hitherto published, and which deals with public borrowing 
and with the issue of paper money. Professor Cabiati criticises 
the author’s thesis that when a currency has been inflated its 
value should be restored to its original level — i.c. total revaluation 
— on the ground that when intlation has occurred, “ and has lasted 
long enough to deform the preceding equilibrium, it is idle to hope 
that by forcing the value of money to its former level this equili- 
brium will be reconstituted in its previous form. The redistri- 
bution of Avealth has altered the taxpayers ; piM^duction has been 
modified ; comparative costs are no longer wdiat they used to be.” 
Moreover, if one of the concomitants of inflation has been the 
creation of a vast public debt, it is essential that w'hile this situation 
remains the volume of money in circulation should be kept 
proportionally large. 

May, 1933. La dinawica della popolazlom sccondo Francesco Ferrara. 
C. Arena. An account of the very modern views expressed in t ho 
middle of the nineteenth century by the great Italian economist, 
Ecrrara, in regard to the problems of population and rent. ^uUa 
funzione inonetaria delVoro. V. Porri. It is suggested that gold, 
while continuing to preseiwe a special place in international 
trade, should cease to be used as a backing for note issues. The 
vital probleTU of the stabilisation of the price-level would thereby 
be rendered less difficult to solve. II nmvo catasto agrario. 
P. Albebtario. 
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La Biforma Sociale, 

May-June, 1933. La (xmphrmrdarith : prima delle ire tappe del 
progresso della teoria ecmwmica pura. P. N. Rosenstein-Rodan. 
A lengthy article (52 pages) by one of the editors of the Zeitschrift 
fur Nationalohynomie dealing with the fundamental notion of 
utility regarded from the standpoint of the importance of tho 
reciprocal interdependence of utility. The" article has a very 
full bibliography and is an interesting contribution to the recent 
history and development of this branch of economic doctrine. 
Vna vittima della poliiica : il dollaro. A. Cabiatt. A vigorous 
criticism of the monetary policy pursued by the United States in 
recent years, and especially since 1929. Fondo diaponibile di 
risparmio e lavori 2 >fd)hlici. A discussion between Pkofessor 
C. Paoni and Pkofessok L. Einaudi of the value of public works 
as a remedy for the economic crisis. La Banca d' Italia nel 1932. 
V. PoRRi. I problemi del mtasio. G. Medici. 

Scienlia, 

May, 1933. Melhodes nouvelles 2 ^our eivdier le mouvement de la popufa- 
lion. A. Landry. 

July, 1933. La previsione economica. h\ Virqilii. 

Annali di Biatistica e di Economia. 

Vol. I, No. 1. Gonsiderazioni intmno a rapporli tra tonnelhggio 
marittimo mondiale e commercio estero. V. Moretti. I conti 
bancari della Banca dei rejjolanienti internazionali. A. Bbeglia. 
II Gold’Exckinge Standard in India. B. N. Sinha. 

Ekonomisk Tidskrifi (Uppsala). 

1932. No. 1. Observaliom on Renmlies for the Crisis, and the Value 
of Commodities, Money and Gold. I). David.son. I'hc term 
“ crisis ” should refer only to tho period of transition from tlie 
depression. Cassel’s diagnosiH of tho present crisis and his defini- 
tion of stability in the value of money are rcjr^ctcd. Stability of 
the general price-level is not a criterion of stability of the value of 
money in periods when costs are changing. It was the fall in 
prices which invoked tho ris(^ in the value of gold. The. Inevitability 
of Trade Cycles ayid their Basis. G. Akerman. The part played 
by unevenness of progress and durable capital is emphasised. 
Trade cycles would arise from structural changes following on 
progress in technique and organisation even if over-speculation 
and changes on tho money side were absent. Previrms ijivestiga- 
tions have been too general and abstract, and have neglected the 
individual characteristics of past trade cycles. I'he importance 
of structural changes in transport and the automobile industry in 
the last American boom and depression is brought out. 

No. 2. The European Timber Crisis. E. Glestnoer. The price of 
timber fell 60 per cent, in 1929-32 and costs did not fall pro- 
portionately. But the timber crisis was only accentuated by the 
general depression, and was largely to the internal organisation 
of the industry. The author predicts an improvement following 
on the restriction of supply and control of price by international 
organisation. 
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Nos. 3-4. The Rationalisation of the Gold Standard (in English). D. 
Davidson. The author begins with a survey of the pre-war gold 
standard system, in which the minimum demand was the redemp- 
tion of notes in gold. Its main purpose was to prevent inflation, 
the evils of deflation being insufficiently realised ; any fall in prices 
is not necessarily deflationary. Before the war, gold flows occurred 
spontaneously and were allowed to })avc their full influence on 
prices, and the policy of the Federal Reserve Board in 1921-24 
marked a new departure in this respect. In 1927- 29 the value of 
money was not stable because the value of goods was changing. 
Davidstm supports the stabilisation of the value of money, but the 
value of goods should be allowed to alter freely. In a gold-standard 
system the value of gold should influence the value of money, the 
ideal being that only the value of gold should affect movements 
of gold. The d(‘cisive factor in the breakdown of the gold standard 
system of 1929 was the stock market crash of 1929, though Eng- 
land’s return to an over-valued pound in 1925 contributed by 
affecting the Federal Rcsciwe Board’s discount policy in 1927. 
The gold standard can be restored in either a loose or more rigid 
form. Notes should not be redeemable in gold, so that the dangers 
arising from hoarding and rapid movements of migratory capital 
woukl be diniinislied ; exj^'ct commissions for obtaining tlic 
relevant information should be appointed. International co- 
operation is necessary to stabilise the value of money, but the 
experiment of fixing the value of money in gold should first start 
in one country, preferably England, and then be extended. 

Nos. , 5-0. A Statement of the Problem of Trnde-Cych Theory. J. 
Akehman. The author advances as a ])rcliminary definition of 
the theory of trade cycles as the theory of the causal relations 
between economic factors of a (JomjMrat ively regular (cyclical 
nature interacting in a given piTiod. The objective facdors are 
the time- and spacc-cl(*ments such as the length of the period of 
production, the indivisibility of factors, the irreversibility of 
changes, mid the lack of complete unity in economic society, whilst 
the subjective factors arc uncertainty and the uneven distribution 
of initiative. The general framework of the problem is real and 
concerned with the factors affecting the growth of capital, but the 
theory of money can easily be worked in. A Sketch of an A Igehraical 
Method of Difnamic Price-Analysis. D. HAMx\iEKSiv.idLD. Follow- 
ing Wickseli, Lindahl and Keynes, the author begins an algebraic 
analysis of money-flows in order to elucidate the relation between 
savings and investment. The method adopted is dynamic, 
because it is not confineil to the various anticipated profits at the 
same moment of time, but embraces profit and anticipated profit. 
The fortmdae here employed will bo adapted to statistical analysis 
in a later article. Antidotes to the Depression and their Theoretical 
Background. C. Rohtlieb. Myrdal’s memorandum advocating 
the planning of public works is criticised in detail. The limita- 
tions of planning are stressed ; further, the State does not diminish 
risks, but merely transfers them. Flexibility in the prices of the 
factors of production must be restored and the attempt to maintain 
consumers’ purchasing power abandoned. 

1933. No. 1. A Swedish Payment of War Indemnities in the Early 
Seventeenth Century, E. Hbckschkk. 
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Index (Stockholm). 

May, 1933. The World's Staples. Iron and Steel. II. G. de Geer. 
June, 1933. I'he Open Door and Reciprocity. A. E. Zimmern. 

July, 1933. Geographical Natiorwlism and International Trade. G. 
Langenfelt. 


NEW BOOKS 
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Ogilvie (F. W.). The Tourist Movement : an economic study. 
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THE GOLD STANDARD! 

I 

Before the war of 1914-18 the gold standard was among the 
things taken for granted as an element of Western civilisation. 
It had served England for nearly a century. The echoes of the 
bimetallic controversy on the continent of Europe had already 
died away. It was a controversy that belonged to the nine- 
teenth century. The silver question had ceased to bo “ spot 
news ” in the newspapers of the United States of America. The 
spirit of nationalism in currency affairs was on holiday. When, 
in the last three decades of the nineteenth century, one country 
after another joined the gold standard group, their action was 
held to be a sign of progress and they seemed to hold their heads 
higher than before. They acquired prestige. It was thought 
that in the Far East the process of industrialisation would be 
marked — as, indeed, it had already been marked in India and 
Japan— Tby a transition from a silver standard to a gold standard 
adjusted to national conditions. 

An unvarying price average was not, however, among the 
achievements of the gold standard. For roughly two decades 
before tho Franco-Prussian war, the so-called general level of 
prices had risen under the influence of an increase in the rate of 
annual supply of gold following upon the Australian and Cali- 
fornian discoveries. The post-war boom, which reached its 
greatest height in the winter of 1872-73, was followed by a down- 
ward trend which, if measured from tho top of the boom to the 
bottom of a depression, continued for approximately twenty- 
three years. This trend in prices is usually attributed to a fall in 
the rate of annual supply of gold, but I believe it to have been 
due, in ^eator measure, to a rapid increase in the world demand 
for gold required for monetary purposes. It coverlid the period 
during which the gold standard became popular. One after 

^ Prosidontial Address before Section F of the British Association, l^eicester, 
1933. 
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another of the silver and bimetallic countries transferred their 
allegiance to gold. The United States returned to gold after 
several years on a paper standard. New territories were 
exploited, and the respective Governments adopted the gold 
standard. The world demand for gold reflected the process of 
transition ; it grew far more rapidly than trade and population, 
and more rapidly than it could be expected to grow under any 
other conditions or at any time in the future. 

By the end of the century practically the whole of the modem 
industrial world was on the gold standard, and from that time 
forward the standard was free from the complications and 
dangers created by the apjxjarance of new disciples. It had 
become, to all intents and purposes, a world standard. It could 
be judged on its merits as an international standard. For the 
time being the countries that had not yet adopted it could be 
regarded as relatively minor exceptions. The growth in the 
demand for gold would be expected to keep pace with the growth 
in population and in trade per head. During the remainder of 
the period ending in 1914 there was a fall in the relative amount 
of gold needed as money. Not only was the banknote increas- 
ingly employed in ordinary transactions, but in English-speaking 
and other communities the cheque or its equivalent was growing 
in popularity. While on the one side the rate of increase in the 
demand for gold was affected by the cessation of the march of 
nations towards the gold standard and the growth in the use of 
substitutes for gold coins, on the other, the rate of annu^ supply 
was increased by the development of the South African gold 
mines. For these reasons the downward trend in prices came to 
an end about 1895 or 1896 and was replaced by an upward trend 
which continued until the outbreak of the World War and the 
suspension of the gold standard. 

The rise in prices during this period was not acceptable to 
everybody. The lag in wages caused serious discontent and 
probably hastened the growth of national organisations capable 
of much good but also of serious harm. Forces were being 
generated which have materially helped to shape economic and 
social events since the war. But the period of rising prices was 
also one of rapidly developing trade and relatively high profits. 
The discontent was that of the employed worker rather than, as 
at present, of the unemployed worker. The former might com- 
plain of inequalities in the distribution of wealth, but he could 
not complain of the pernicious effects of “ deflation.” As the 
gold standard permitted a steady increase in the supply of 



1933T 


THE GOLD STANDARD 


553 


money, and a rise in prices, the arguments now frequently em- 
ployed against the gold standard would have sounded foolish. 
The standard itself was eitjoying a respite from popular criticism. 
In its broad sense it was accepted on all sides as not merely 
inevitable but also desirable. 

Then eame the war, with the usual economic consequences of 
war. The gold standard was abandoned by nearly every country 
and currencies were left to the mercy of needy Governments. 
The inevitable war-time inflation was followed by the customary 
post-war boom and the process of inflation was carried a stage 
farther. The subsequent period of depression and falling prices 
imposed a searching test of economic policy and revealed the 
degree of exhaustion from which the various countries suffered. 
Currency instability and trade depression wore associated in the 
minds of people as cause (or part ca\ise) and effect. It was 
assumed that if and when currency stability was restored the 
world would have a chance of recovery : without such stability 
recovery was impossible. It was known, even at that time, that 
stability was a term that begged most of the questions at issue, 
but such a detail was of no consequence at a time when people 
longed for the restoration of pre-war conditions. The world that 
disappeared in 1914 appeared, in retrospect, something like our 
picture of Paradise. The financial leaders were strongly sup- 
ported by public opinion when they pressed for a return to the 
gold standard. 

The world returned to gold. The defeated countries, whose 
currencies had been destroyed by inflation pursued to its logical 
end (though not in obedience to logic), created new currencies 
linked to gold. Aftef “ looking the dollar in the face ” for a 
couple of years we restored the gold standard in 1925 at the pre- 
war rate. In the following year France and Belgium stabilised 
their currencies in relation to gold and in 1928 restored the 
gold standard, France fixing her currency at about one-fifth the 
pre-war gold value. Meanwhile most other countries had joined 
the gold standard group. Within the space of four years the gold 
standard had been restored, and it remained in office — though 
not always in j)ower — until 1931, when it was again destroyed. 
From 1924 to 1929 most of the currencies of the world were stable, 
and the economic world made rapid progress, although, for 
reasons that will presently be noted. Great Britain did not enjoy 
a reasonable share of that progress. 

The depression in trade after 1929 imposed too heavy a strain 
upon our own country and in 1931 we again suspended specie 

pp2 
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payment. Our example was followed at intervals by a large 
number of other countries, and now the world is divided into two 
parts, the group of countries that have abandoned the gold 
standard and those that still, in fact or in theory, have clung to 
it. When, a few months ago, the United States joined the former, 
it became evident that the influence of gold was weaker than it 
had been at any time since the war. 

In this country the gold standard had appeared to act as a 
strait-jacket. The paper pound had been given such a high gold 
value that our freedom was severely restricted. In spite of 
pessimistic predictions before the step was taken, the feeling 
engendered by the suspension of gold in 1931 was one of newly- 
found freedom. The fall in the external value of our currency 
actually stimulated trade. We found, however, that we were 
merely enjoying a larger individual share of a diminishing total. 
And other countries discovered that they could, with advantage, 
join in the game of beggar-my-ncighbour,’’ which France had 
been quietly playing for several years and we had begun to play 
in boisterous fashion. Then followed the new practice of “ com- 
petitive depreciation ’* with the aid of instriiinonts euphemistically 
called “ exchange stabilisation '' or ‘‘ exchange equalisation 
funds. Before this new ijractice spread wo were enjoying our 
new freedom. Gold was a “ fair-weather standard,’^ to which 
we were in no hurry to return. America wanted us to return to 
gold, but why should we rush into new danger ? Disillusionment 
came when the United States (and therefore (Canada) joined in the 
new game. The most recent exj^erience, with new and strong 
players, has led us to believe that, after all, the game is not 
worth the candle, and that what we had termed a strait-jacket 
was merely that sort of discipline which is a condition of freedom. 
The gold standard promises once more to become x>opular. 

II 

The brief survey that I have submitted suggests the need for 
a restatement of monetary theory. In spite of all that has been 
published in recent years I do not believe that the monetary 
standard has yet received adequate treatment as a separate 
problem. In most cases the discussion of the standard has been 
more or less incidental to the discussion of other problems that 
either appear more urgent or are regarded as the central theme of 
the writer. Naturally I do not propose, in this paper, to attempt 
to fill the gap. But I venture to attempt to place before you 
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those issues which, in my opinion, can be appreciated by the 
general public and must be faced if we wish to restore and after- 
wards maintain the gold standard in this and other countries. 
Moreover, I shall submit reasons for my belief that we should 
again seek to establish that standard, and that some modifications 
recently suggested would tend to weaken rather than enhance its 
value as an instrument of social progress. 

Money is the means by which we secure ownership of things 
that we desire, or obtain services of various kinds. The amount 
of money paid for goods and services is the result of bargaining 
between buyers and sellers, and this result is influenced by certain 
fundamental considerations. One of these is the connection or 
sympathy that normally exists between the rates of payment 
(which I shall call wages) prevailing for personal services. If a 
coal-miner earned ten times as much as a railway worker every- 
body would know that there was some highly abnormal influence 
at work which would ultimately disappear. Relative wages are 
governed by silent and persistent forces known to every student 
of elementary economics. They tend to arrange themselves 
around a mean wage in the manner determined by such forces. 
In a world of change the dispersion of actual wage rates at any 
time is never precisely that which the persistent forces tend to 
produce; nevertheless, the correcting influences are always at 
work. Again, the “ short period,” during which deviations from 
the “ normal ” distribution about the mean level may continue, 
tends to grow longer. The mills of competition grind slowly. 
Rut they continue to gi ind. We know that a rise or fall in the 
wages of one group will not be permanent unless it is followed by 
a corresponding change in the wages of the other group, or unless 
there has been a change in the nature of the persistent forces to 
which I have referred. It is precisely this sympathy in wage 
movements that gives significance to the conception of an average 
wage and to movements in that average. 

If it be true that the relationship between individual wages is 
not arbitrar}^ it is also true that the relationship between indi- 
vidual prices is not arbitrary. In the long run prices are governed 
by costs, and costs ultimately mean wages. Faxu economic rent, 
in the last resort, is a function of the wage average. If prices are 
governed by costs and costs by wages, and if relative wages obey 
a law of distribution, it follows that actual prices also tend towards 
a “ normal ” arrangement or distribution. If a house of ten 
rooms could be purchased for the same sum as a hundred tons of 
goal, everybody would recognise the existence of some abnormal 
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influence which could not fail, ultimately, to bring a correcting 
influence into play. A rise or fall in a large group of prices will 
not be permanent unless either a similar change takes place in 
the remaining group or a change has occurred in the real costs, 
and therefore money costs, of supply. It is precisely this sym- 
pathy in prices that gives signiflcance to changes in the price 
average or general level of prices. As in the case of wages so, 
too, in the case of prices : the “ short period,” during which 
deviations from the “ normal ” distribution may continue, tends 
to grow longer; but in the long run the effect of the persistent 
force of competition (broadly interpreted) becomes evident even 
in a constantly changing world. 

These elementary facts seem to me to provide the true founda- 
tion of a theory of money. The supply of money needed by a 
community, and the supply of money that can be absorbed by a 
community, is a function of the price average. If every pound of 
wages or of prices were called ten pounds, the community would 
merely be using ten times as much money as before. Conversely, 
if the supply of money is fixed, the price average must conform 
to that supply, and in a state of equilibrium the wage average and 
the price average will reflect the normal distribution of individual 
wages and prices. But a change in the su})ply of money produces 
intermediate effects before the final state of cquilibritim is reached. 
Nor is it necessary to stress the practical importance of these 
intermediate effects, which will presently be considered. At the 
present stage, however, it is desirable to confine our attention to 
the characteristics of a community in a state of equilibrium in 
the sense of being free from the intermediate disturbances of a 
process of change. 

I have referred to the existence of a normal distribution of 
wages and of prices. The statements that I made are applicable 
to every community in which order is maintained, either through 
the force of competition or by legal enactment. But the normal 
relationship of wages or of prices is not the same in all com- 
munities : each has its ohti characteristics. Thus, for example, the 
relative rates of remuneration of school teachers, coal-miners and 
railway workers may not be the same, under normal conditions, in 
Great Britain as in Germany. The normal distribution may vary, 
within narrow limits, even between different parts of Great Britain. 
The statement may be extended to include prices. Nevertheless, 
it is true to say that for each community there exists a normal 
relationship of wages and of prices towards which actual wages and 
prices tend. I assume this broad generalisation in all that follows. 
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My next statement is equally elementary. It is a truism that 
some commodities and services supply local markets while others 
supply national or international markets. In the market, 
whether it be local or world-wide, there is a strong tendency 
towards a common price. Within this country the price would 
be quoted in the same money, but in other countries it would be 
quoted in some other kind of money. If, however, we exported 
a commodity, we would normally expect to be paid, in foreign 
money, an amount equivalent to the British money obtainable 
for it if it were sold at home. The means of payment may be 
some foreign money — ^we may, for example, accej^t payment in 
marks — but the measure of value is our own money. ^ 

For the purpose of simplifying the statement I shall assume 
commodities (including services) to be divided into two groups, 
international and domestic, the former comprising those which 
are commonly exported from one country to another and the 
latter those which supply local markets. Further, I shall neglect 
variations in costs of transport. Finally, I shall assume that all 
communities or countries employ gold as money. It follows that 
international commodities command the same prices in all 
countries. British exports arc sold at the same prices as German 
exports or American exports. But we have already seen that the 
prices of British exports are normally related to the prices of all 
other things produced and sold in Great Britain. Consequently 
the price average or general price level in this country will be 
such as to produce the international prices for international 
commodities, while the wage average or general level of wages 
will be such (under a normal distribution of individual wages) as 
to produce that price average. It does not, however, follow that 
the wage average in this country must bo the same as in other 
countries. The wage average will be a function of natural con- 
ditions, industrial technique and human efficiency; but it must 
be such as to enable the country to maintain the price average 
dictated by international conditions. 

The same general truth may be expressed in another way. 
Gold, like other international commodities, is distributed among 
the markets (countries) of the world in such a way as to command 
the same value in all. Value in this connection means purchasing 
power. It follows that in the state of equilibrium represented 

^ It is iiiimaicrial that , in this case, wo accept the risk of exchange : it would 
bo possible for us to cover that risk, and the cost of covering it would be a prime 
cost and a component part of the price in pounds. In a state of equilibrium 
^thero would be no such risk. 
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by such a distribution of gold, the exports and imports of a 
country are balanced.^ It must be so, for it is evident that if 
exports do not balance imports there will be a flow of gold from 
one country to others. This flow will only cease when a true 
equation has been established.^ 

It will be clear from the statements already made that if all 
countries employ gold, and only gold, as currency, each must 
accept the wage and price average or level dictated by the price 
average of international goods, and that this will be determined 
by the gold supply in relation to the demand. If the gold supply 
is X the price average will be half as high as if the supply were 
2x, for in making such a comparison we may assume the rapidity 
of circulation to be the same in the two cases. Such a currency 
therefore imposes a discipline upon each country ; it must march 
in step with the others. If one country found a gold mine within 
its boundaries, issued currency to the amount of the new supply 
and raised wages and prices to the extent of the new available 
currency, exports of other commodities would fall and imports 
increase, with the result that the gold would flow out until a now 
equilibrium was reached at a correspondingly higher international 
price average. During the intermediate stages the industries 
supplying international commodities would be depressed in the 
country possessing the new gold mine, and correspondingly more 
active in other countries. This change in the state of trade would 
be the active force that would restore the new state of equilibrium. 

It will also be evident that the same results will follow if, 
instead of using gold as currency, each country employs paper 
representing gold, pound for pound, or dollar for dollar, so that 
any variation in the supply of gold is automatically followed by 
a variation in the supply of pai)cr currency. Nor is the case 
altered if gold represents not a hundred per cent, but x per cent, 
of the paper currency. For it is clear that a given variation in 
the supply of gold is followed, automatically, by a similar per- 
centage variation in the supply of currency. Moreover, it is 
obvious that the smaller the percentage gold reserve (that is to 
say, the greater the economy in the use of gold) the higher the 

^ It should not be forgotten that I am assuming oxchango to bo confinod to 
commodities, including services. 1 shall presently refer to movements of capital. 

^ In the complex economic system which I shall consider at a later stage, 
exchange equilibrium between two or more coxmtries may bo dohnod in either 
of two ways, namely, a rate of exchange which maintains a balance of payments 
and a rate which represents equivalence of price levels. These are not necessarily 
identical. In a changing world they are not even likely to be identical. Failure 
to distinguish between the two, and to state in which sense equilibrium is being 
employed, has clouded much recent controversy. * 



1933 ] 


THE GOLD STANDARD 


559 


price average of international goods and the wage and price 
average within each country. But it remains true that each 
country is subjected to the discipline to which I have referred. 

Provided one condition is satisfied, the case is not altered if, 
instead of merely employing paper currency the supply of which 
is automatically adjusted to the supply of gold, a country also 
employs means of payment, such as the cheque, the supply of 
which may vary independently of the supply of gold. The con- 
dition is that the country remains on the gold standard. The 
gold standard is a legal enactment to the effect that the legal 
tender of a country shall be convertible on demand into a specified 
quantity of gold.^ Its economic significance is that it maintains 
a fixed rate of exchange. 

While a country is on that standard it is forced to adjust its 
price average, and therefore its wage average, to the international 
price average. So long as the currency is a stated proportion of 
the gold sux^ply the currency adjustment to a change in the latter 
is automatic. But when such currency is supplemented by means 
of payment the supply of which is not automatically controlled, 
some other means of adjustment must be found. In modern 
communities the duty of adjusting the supply of money, in its 
broad sense, and thereby administering the Gold Standard Act, 
is entrusted to the Central Bank or some equivalent organ- 
isation. The Central Bank is given the right to issue legal tender, 
and the supply is always — ^though not necessarily — specified in 
relation to gold supj)ly.2 But there is no legal regulation of the 
use of other means of payment. Control is left in the hands of 
the Central Bank, and the instrument of control is the rate of 
discount, supplemented and made effective by open market 
operations.® 

^ In tho English Gold Standard Act of 1925 it was provided that legal tender 
was only convertible into gold provided that the amount to bo converted was 
not worth loss, at the defined rate, than 400 ounces of gold ; but this provision 
was merely a safeguard against the use of gold for internal purposes, such as 
currency. Tho paper pound was declared to be convertible into gold at tho 
rate of £3 17«. lOJd. per ounce of standard gold, that is to say, it was worth the 
gold contained in tho pre-war sovereign. 

* The precise methods differ in different countries . Wo favour a fixed fiduciary 
issue; other countries favour a fixed percentage gold roscr\’e. This difference 
is not fundamental. The fonner produces loss violent reactions and therefore 
facilitates a steady adjustment. Tho latter tends to produce unnecessary 
fluctuations during a process of adjustment to a new state of equilibrium. Tho 
English method seems to me better than that employed in tho United States. 

^ It is important to stress the fact that the Central Bank is not a free agent. 
It is entrusted with the duty of maintaining the gold standard, and its action 
must be guided by tho need for fulfilling its obligation under tho Act which 
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By means of the rate of discount, reinforced, when necessary, 
by open market operations, the bank is able to control the supply 
of means of payment and thereby to adjust the wage and price 
average to the international price average. That being so, control 
by law of the supply of legal tender is not inevitable. It may still 
be desirable, for it is usual for the discount policy of the bank to 
be governed by the supply of legal tender held in reserve and this, 
in turn, is determined by gold movements. Nevertheless, it 
represents a stage in the evolution of the credit system rather 
than an integral part of a perfect system. It is even more 
desirable in other countries than in Great Britain. On the other 
hand, it is clear that the proportion of gold held against currency 
may be materially altered without prejudice to the present 
system. 1’he latter secures an automatic adjustment of the 
internal price average to the international price average, and this 
may be done with a 30 per cent, gold reserve as effectively as 
with a 40 per cent, reserve. A change from the larger to the 
smaller reserve would permit a substantial rise in the international 
price level. 

The discussion of the gold standard has been based, so far, 
upon an important assumption, natnely, that trade between 
countries consists of the exchange of commodities, including such 
services as shipping, I have ignored capital movements and 
interest payments. On that assumption I have tried to show 
that, when countries are on the gold standard, their internal wage 
and price averages must be adjusted to the price average of inter- 
national goods. In a state of equilibrium trade between the 
countries will be balanced, that is to say, exports and imports 
will be equal in total value. Within each country the wage and 
price averages will represent a normal distribution of particular 
wages and particular prices. Jf equilibrium is disturbed, gold 
movements will follow. In practice the equilibrium between 
countries will quickly be restored through the adjustment of the 
internal prices of international goods following depression on the 
one side or, on the other, greater activity. But the resulting 
internal di.scquilibrium is not so quickly removed. Some trades 


defines the standard. Since 1925 the Bank of England has been criticised on 
numerous occasions for pursuing a discount policy which was regarded as inimical 
to industrial progress. 1 do not suggest that the policy of the Bank has always 
been above roproacdi. I do not, indeed, believe that academic economists 
usually possess sullicient information to justij^ comment upon current policy. 
It is clear, however, that much of the popular criticism of the Bank has been 
duo to failure to distinguish between the necessities imposed by the Act of 1925 
and the policy of the Bank in circumstances that allowed freedom of choice. 
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are affected more quickly and seriously than others; some are 
sheltered, others unsheltered. Wage rates in the latter fall out 
of line with wage rates in the former. So long as this adjustment 
is delayed the intermediate effects will continue. But in the long 
run the condition of domestic disequilibrium will be changed and 
a new position of stable equilibrium be reached, both within the 
country and between different countries. 

In the next stage of the discussion it is necessary to consider 
the effects of capital movements. One of the commodities 
entering into the final price average is capital, which, for my 
present purpose, I shall divide into investment capital and liquid 
capital. It is well known that the x)rice of capital is higher in 
new countries than in countries which, in the industrial sense, 
have reached maturity, and that the difference is greater than 
the measure of relative risk. Hence we find a movement of capital 
from older to younger countries, enabling the latter to develop 
more rapidly than they would be able to do without such assist- 
ance. Investment is an import (of bonds) which must be offset 
by an equivalent export of commodities. Other things being 
equal an investing country therefore enjoys an excess of current 
exports of commodities (including current services) over imports. 
We need not pause to consider whether foreign investment or the 
excess of exports is the cause, or which came first. It is sufficient 
to point out that, in a position of equilibrium, the price average 
within a country must again be such as to make the price average 
of exports equal to the international price average and that, for 
commodities (including current services), the average will be 
lower than it would be if capital were not being exported. But in 
due course the lending country receives interest, and the amount 
of interest increases annually. This inflow of interest neutralises 
a corresponding outward flow of capital. 'By 1914 the interest 
receipts of Great Britain were apparently less than the amount 
of capital annually added to our foreign investments. Our 
exports of commodities (including current services) appeared to 
be less than our imports of the same kind. We were reinvesting 
abroad nearly the whole of the interest upon accumulfited invest- 
ments, but apparently we already needed a small proportion of 
such interest to pay for current imports. A debtor state which 
had ceased to borrow also possessed a surplus of commodity 
exports, the surplus being needed to pay the interest on accumu- 
lated debt. Such was the ])osition of the United States of 
America before the outbreak of the World War. 

The growth of long-term investment was normally so slow and 
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regular that it did not destroy the internal equilibrium of the 
investing country. For short periods it might invest more or less 
than the commodity surplus representing the sum available for 
investment. But in such cases the balance of payments was 
maintained by the transfer of liquid capital. The investment 
operation was supplemented by a credit operation. Similarly, if 
for any other reason there was a temporary excess of imports or 
exports the surplus or deficit was removed by a movement of 
liquid capital. 

It is here that we find the essential difference between invest- 
ment capital and liquid capital. Investment might well be 
termed an industry resembling coal-mining or cotton manu- 
facture. It possessed (if we ignore cyclical fluctuations) a fairly 
constant market outside the country and had been built up slowly 
upon the assumption that the market was comparatively safe and 
likely to grow. Other industries, supplying the commodities 
representing the export surplus available for investment, had also 
grown up alongside the investment industry, their growth being 
based upon the assumption of continuity in the growth of invest- 
ment. In short, investment was an integral part of the industrial 
structure and an influence determining the remaining permanent 
features of the latter. It was not an accident of growth or an 
occasional visitor. Continuity was of its essence, and if all 
foreign markets for British ca])ital had suddenly disappeared, 
industry would have been reduced, for a time, to a state of chaos. 
Liquid capital, on the other hand, was employed, in different 
places and at different times, as an equalising factor. Its purpose 
was to restore or maintain temporary equilibrium when equi- 
librium had already been destroyed or threatened; to ease the 
restoration of true or stable equilibrium by reducing the inter- 
mediate effects of a process of change or the effects of some 
temporary disturbing factor. I shall endeavour to show that 
some of our most serious difficulties since the war have been due 
to the fact that the distinction between investment capital and 
liquid capital has lost much of its pre-war significance. 

Ill 

The conditions that I have described in the second section 
seem to me an essential part of a secure foundation for the working 
of the gold standard. But they do not indicate all the conditions 
that must be satisfied. In order that this may be made clear it 
may be desirable to indicate very briefly the features of the 
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pre-war gold standard and the essential differences between the 
working of the pre-war standard and the working of the standard 
since the war came to an end.^ 

The pre-war standard was of slow growth and became the 
foundation of a financial system of a highly complex character 
regarded from the point of view both of structure and of function. 
The standard was adopted by one country after another under 
conditions favourable to its operation; it represented a choice 
between three or more alternatives, and its adoption was regarded 
as a real advance. The first important point that I would 
emphasise is that the industrial structure had been adapted to 
the requirements of the standard. The normal level of wages, 
costs and prices was adapted to the rate of exchange and conse- 
quently to the international level of prices. The currency was 
neither over-valued nor under-valued, but neutral. The theory of 
comparative costs afforded a real explanation of the distribution 
of industry and trade between nations. Changes in the dis- 
tribution of trade were slow and continuous and were due cither 
to changes in the relationships of real costs of production or to 
changes in tariff policies. It is, of course, true that changes 
occurred in the relation of the gold supply to the world demand 
for gold and therefore in the international price level, but these 
were so slow as to present no serious obstacle to the adjustment of 
wages and costs in individual countries. In this connection it 
should be observed that gold was allowed to move freely from one 
country to another in response to economic influences and that 
movement was only due to such influences. 

In the second place, the savings of the people were invested in 
long-term securities. A comparatively small amount was added 
every year to the fund of liquid capital employed in financing 
trade ; but this fund was determined by trade requirements and 
by the opportunities for long-term investment rather than by the 
willingness or unwillingness of their owners to invest. 

In the third place, the long-term investments of lending 
countries, such as Great Britain, Germany and Brance, were 
appropi’iate to the industrial structures of both lending and 
borrowing countries. Thus, for example, the industrial structure 
of Great Britain and the aimual overseas investments of Great 
Britain formed pieces which fitted together to form part of the 
economic mosaic. 

^ I disciissod those in greater detail in a course of four lectures delivered 
shortly before Cliristmas to the London Institute of Bankers and published in 
the Journal of that Institute. 



664 THE ECONOMIO JOURNAL [dEO. 

In the fourth place, although most of the countries of the 
world were living under protective systems, and of systems of 
greater or less protection, tariffs were not employed to correct 
temporary failures to balance international payments during 
periods of depression. Protection represented a choice of 
alternatives and in each case the system was carefully thought 
out and determined by long-term considerations. For a relatively 
long period of years a protective system could be regarded as a 
constant ; international trade adapted itself to that system and 
for this reason the system did not seriously prejudice the operation 
of the gold standard. This statement does not constitute a 
defence of protection. 

Finally, the credit system of the world was not only firmly 
organised, but organised in such a way as to facilitate the working 
of the gold standard. The Bank of England acted not only as 
the Central Bank of Great Britain, but also as a sort of Inter- 
national Bank of Economic Settlements. In time of need it was 
able to draw funds from other countries and to employ those 
funds at the place of need and in the manner dictated by that 
need. One of the outstanding features of the system was that, 
when any country was in distress, the Bank of England was able 
and ready to mobilise the reserves of the world and to rush to the 
rescue of that country. Credit or liquid capital was thus a 
balancing influence rather than an influence employed to destroy 
an existing state of equilibrium. If actual gold was needed it 
was forthcoming, as in the case of the United States of America 
during the crisis of 1907 ; if a short-term loan was needed, gold 
was not unnecessarily moved from one country to another ; gold 
movements merely supplemented credit operations. Gold was 
not an alternative to a short loan, neither was it moved about in 
such a way as to necessitate a counteracting short loan operation. 
Both credit and gold movements were correcting rather than 
disturbing influences; they restored rather than destroyed 
equilibrium. The Bank of England adojjted a more or less 
neutral attitude in the sense that it i)erformed the essential 
functions of an International Bank and regarded the problem of 
monetary stability as an international problem. I do not, of 
course, suggest that its attitude was altruistic and that Gre«at 
Britain voluntarily adopted such an attitude merely in the 
interests of world stability and progress. Such was not the case. 
The economic structure of Great Jkitain and the position that she 
held as the largest investing country and the centre of world 
finance made her individual interests identical with the interests 
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of the world as a whole. There was no conflict, or presumed 
conflict, between the one and the many. 


IV 

In all these respects the post-war world has differed from the 
pre-war world. Moreover, it seems to me that it is in precisely 
these differences that we find the real explanation of the failure 
of the gold standard, and that, before we can hope to establish 
any international standard that will stand the test of time, it 
will be necessary to restore those conditions which made the 
pre-war gold standard not merely workable but also highly 
successful. 

In the first place, the post-war gold standard was not of slow 
growth. Most of the countries that had abandoned gold under 
the pressure of war rushed back within the short space of about 
four years, and withoiit considering with sufficient care the changes 
that had occurred in the underlying economic conditions. The 
result was that in some cases the rates of exchange were fixed too 
high and in other cases too low. I may refer briefly to the two 
outstanding examples — Great Britain and France. In 1925 we 
returned to the gold standard, and in doing so gave the pound the 
same gold value as it possessed before the war, that is to say, we 
restored the ])re-war dollar rate of four dollars eighty-six cents to 
the pound. It was felt by many critics that such a value was too 
high in relation to the relative wholesale price levels of Great 
Britain and the United States of America. For several months 
before we returned to gold the dollar value of sterling had been 
rising, as the result of a transfer of funds to this country, without 
any change in the underlying economic conditions. Our price 
level, it was said, was appropriate to the dollar rate that prevailed 
before such transfer took place, so that in restoring gold at the 
pre-war parity the Government over-valued our currency, the 
extent of over- valuation being estimated roughly at 10 per cent. 
It was therefore necessary to reduce our price level by 10 per 
cent, in order to be able to supply international goods at the 
international price level. 

It seems to me that that criticism was inadequate. After the 
boom of 1020 we suffered a period of severe depression, during 
which wage rates in the industries supplying international goods 
(that is to say, the unsheltered industries) were reduced to an 
extent far exceeding the reductions that were made in the rates 
of wages prevailing in sheltered industries. In spite of these 
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reductions the return upon capital invested in the unsheltered 
industries fell below the normal rate obtainable in the sheltered 
industries. Thus we were already suffering from an internal 
industrial disequilibrium ; the normal distribution of particular 
wages to which I referred in the second section had been seriously 
disturbed. Although the wholesale price level for international 
goods was made, say, 10 per cent, too high by the return to gold, 
it represented a price level based upon an unduly low wage average 
in the industries concerned and an unduly low average return 
upon the capital invested in such industries. For that reason I 
believe that the degree of over-valuation was seriously under- 
estimated by the majority of those who objected to the conditions 
under which we returned to the gold standard. The new standard 
imposed two tasks upon this country, the first being to reduce by 
10 per cent, the price average or price level of the products of 
the unsheltered industries, the second being to make this new 
level represent a normal distribution of wages, costs, prices and 
profits throughout the whole of British industry. Even if there 
had been no other factor in the situation it is clear that an almost 
impossible task had been imposed upon the nation. But a further 
difficulty arose, after 1025, in consequence of a fairly steady fall 
in the world price level itself. In spite of the reductions in wage 
rates in the years that followed the return to gold, I do not 
believe that we succeeded in doing more than keep pace with the 
world price level. Wc had failed in the double task that had 
been set by the restoration of the gold standard. 

The over-valuation of the pound inevitably produced a 
depressing effect upon British industry. It acted as a veiled tax 
upon exports and a veiled bounty upon imports, with the result 
that our export surplus w^as considerably less than would other- 
wise have been the case. At the same time the world was .in 
need of capital and the tradition of London as a centre of foreign 
investment led to an attempt to meet this world demand. British 
capital was invested abroad to an extent exceeding the available 
export surplus, but this result was hidden by the fact that during 
the same period other countries sent their liquid capital to 
London in search of security. I shall return to that point 
presently; at the present stage I wish to stress the fact that, if 
such funds had not been imported to this country, the underlying 
weakness of our x^osition would have been revealed earlier. It 
would have been necessary to maintain even higher discount 
rates than those which prevailed and to pursue a policy of more 
severe deflation. The depression in trade would have been even 
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greater than actually proved to be the case. This danger was 
averted by the importation of funds from other coiintries, although 
such importation created a danger of another character which will 
be presently considered. 

The case of France differed materially from our own case. 
When, after a period during which the value of the franc was 
stabilised, the French Government restored tho^gold standard, 
the franc was given a value of approximately one-fifth the i>re- 
war value in terms of gold. But the wage, cost and price levels 
in that country were such as to suggest a value far higher than 
that actually given to the franc. The result was that while in 
Great Britain the gold wage level was about 75 x^er cent, above 
the pre-war level, in France it was even below the x>re-war level, 
and even at the present time seems to be little if any above the 
I)re-war level. It is j3rccisely for this reason that the French at 
the x>resent time are able to contcmx)late with equanimity the 
prospect of a return to prosperity without any rise in the price 
level of that country. Further, the under-valuation of the French 
franc acted as a veiled bounty upon all exports and a veiled tax 
upon all imports. The temi^orary effect was to increase the 
exx)ort surx^lus (which was further increased by the receipt of 
Reparation ]myments from Germany) and to enable the French 
to amass balances which were left within call in other countries. 
The funds that accumulated in this country were largely French 
funds. 

In the second place, as w^e have already seen, a large proportion 
of the savings of the people of different countries, instead of being 
invested in long-term securities, were held within call. Thus a 
vast amount of cax)ital (estimated at two thousand million 
X^ounds), which should, and normally would, have been invested 
in industrial and other long-term securities, was held in liquid 
form and was moved about in search of security — security w'hich 
included rapid^realisability and was of more imx)ortancc than a 
substantial difference in the rate of interest. That confidence 
which is generated by x)eace and normal economic development 
was lacking ; the risk factor was over-valued. One result was 
that industries became heavily burdened with fixed-interest and 
short-term debts. In this connection it is important for the 
future to observe that the distinction betw^een investment capital 
and what I have called liquid caxntal has lost much of its import- 
ance. The war has resulted in a large increase in securities 
(mainly issued by governments) which can be realised upon an 
international market with very little delay. These securities are 
No. 172. — VOL. XLIII. Q Q 
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now held to a greater extent than in the past by people who 
wish to retain their capital within call. They are therefore far 
more susceptible to sudden changes in demand and immediately 
available supply, and their existence on such a large scale has 
added to the instability of the post-war economic world. 

In the third place, a change of the first importance has taken 
place in the fijiancial relationships of nations without a corre- 
sponding change in their industrial structures. The United 
States of America provides the outstanding but by no means the 
only example of such change. Immediately before the war that 
eountry, although a heavy debtor, had ceased or almost ceased 
to be, on balance, a borrower. Her industrial structure was 
appropriate to that state of affairs. She possessed a large export 
surplus representing interest upon, «and to some extent the repay- 
ment of, the accumulated loans of the past. The war enabled 
her not merely to pay off her debts but also to become an 
important creditor state. Her industrial structure remained 
practically the same as before; the interest element was trans- 
ferred from one side to the other side of her account with the 
rest of the world. Not only did she possess an cx])ort surplus in 
respect of commodities and personal services but that surplus 
was now augmented (where once it was offset) by interest pay- 
ments. She was like Mr. Manhattan of comic -opera fame, “ all 
dressed up and no place to go.’’ One factor in the situation is 
the amount owing to America in respect of so-called war debts, 
but from her point of view it is not an im])ortant factor. The 
much-discussed transfer ])roblem is as relevant to and important 
for America in the case of other forms of indebtedness as in that 
of the debts of otlier governments. What is peculiar to the 
so-called war debts is the fact that they represent a contract 
between two governments, but this is of no international 
economic significance. 

^.rhe failure to fit the industrial structure of the world to the 
new financial relationships between nations constituted one of 
the real difficulties in operating the post-war standard. I have 
already referred to the fact that, before the w^ar, gold moved 
from one country to another in response to economic influences 
and that such movement produced its effect upon monetary 
policy and relative price levels. Since the war the changed 
financial relationships have caused not merely a large-scale 
movement of gold but also a concentration of gold in those 
countries in which the change in financial relationships, with the 
given industrial structure, had not been fully offset by a policy 
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of foreign investment. Thus France and America have jointly 
amassed a large proportion of the total world supply. But they 
have not allowed that supply to produce its pre-war effects. 
About ten years ago Mr. McKenna rightly pointed out that 
America was on a dollar standard, not the gold standard. It is, 
I believe, literally true to say that at no time since 1920 has the 
United States been on the gold standard in the full technical sense 
of the words. It is equally true to say that France, while legally 
on the gold standard since 1928, has never accepted the implica- 
tions of that standard. The reason for the failure of these two 
countries to employ the gold standard in the full sense of the 
words is to be found in their unwillingness either to adapt their 
industrial structures to the new financial relationship or to 
embark upon such a policy of foreign investment as would enable 
them to maintain the existing industrial structure. 

Again, the credit system of the world has been completely 
disorganised. The change in the relative financial strengths of 
Great Britain, America and other countries has tended to reduce 
the pre-eminence of London as the financial centre of the world ; 
the power of the City has been challenged by New York and 
Paris. But that is not the only change that has occurred. I 
have already referred to the existence of a large mass of liquid 
capital that would normally have been absorbed by industry in 
the form of long-term investments. This liquid capital has not 
been employed by the Central Banks as a stabilising factor ; on 
the contrary, it lias proved to be a disturbing factor. Before the 
war the Bank of England, as the centre or controller of inter- 
national credit, employed such credit in the service of distressed 
countries and thereby maintained financial stability. Since the 
war it has not been able to perform this function with the same 
effect, while other countries that were able to render assistance 
could not be relied upon. When the credit of any country was 
threatened, foreigners withdrew their funds in search of security. 
When, in 1931, we needed the type of assistance that we were 
accustomed to render to other countries, the latter deserted us 
like rats deserting a sinking ship. A large mass of liquid capital 
moved about the world leaving crisis in its train and creating 
embari’assment to the countries that it sought, always hunting 
for security without ever being sure of finding it. The most 
recent victim of the damage wrought by this movement is the 
United States of America. 
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V 

In the fourth section of my paper I have tried to indicate those 
differences between the pre-war and the post-war gold standards 
which accounted for the success of the former and the failure of 
the latter. The question arises whether, under present con- 
ditions, it is worth while either to restore the gold standard or to 
establish any other form of international metallic standard. It 
is known to all economists that the difficulties of working the 
post-war gold standard were increased by technical defects in 
banking organisation, particularly in the United States of America 
and in France. A discussion of these defects would not be possible 
in this paper ; I refer to them merely to indicate that I am aware 
of their existence. But I believe, and I therefore assume, that 
if the more fundamental difficulties to which I have referred were 
overcome it would be possible to solve purely technical problems. 

The essential feature of the gold standard is that it maintains 
a fixed rate of exchange, establishes an international price system 
in the sense of a common measure of value, and controls the 
internal or domestic supply of currency and therefore the domestic 
level of prices. It seems to me that if we are to return to the 
gold standard it must be a standard that retains this feature. 
Before the war a movement of gold from one country to another 
automatically reacted ui)on the relative supplies of money in the 
countries affected. It has been suggested by the dold Delegation 
appointed by the Economic Section of the League of Nations 
that in future the various countries should maintain free reserves 
of gold. The gold supply of a country should be divided into 
two parts, the first being the legal reserve against currency, the 
second being tlie surplus available for export. The purpose of 
the scheme is to secure that an export of gold from or an import 
of gold into the reserve should not react upon the currency policy 
of the country concerned. 

It seems to mo that this proposal would destroy the vital 
element in the gold standard. In recent years we luivc seen how 
free reserves are actually employed in j)ractice. In America they 
were placed on the most inaccessible shelves of the vaults of the 
Central Banks. In many of the smaller countries they were 
virtually added to the legal reserves. They were exported with 
extreme reluctance and the loss of gold even from those reserves 
reacted upon the discount and currency policies of the losers. 
Further, it is clear that if all countries maintained free reserves, 
a considerable proportion of the total reserve of gold in the world 
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would bo rendered ineffective as a foundation for currency, with 
the result that the gold price level would bo lower than under the 
alternative system. But the real arguiUent* against the proposed 
system is that a movement of gold would nolb ba producing the 
effect upon internal policy that such a movement ought to produce 
under normal conditions. At best we should be using the 
cumbrous method of moving actual gold instead of the pre-war 
method of moving liquid capital or providing credit; at the 
worst it would debay a domestic adjustment so long as to make 
such adjustment greater and more difficult and thus endanger 
the standard itself. For these reasons it seems to me that the 
proposal does not constitute *an improvement upon the pre-war 
gold standard. The same reasons lead me to believe that the 
suggested compromise of establishing and maintaining a wide 
mfirgin between the buying and selling prices of gold would destroy 
what is most valuable in the gold standard. 

If we ignore other metallic systems it seems to me that the 
real issue lies between the gold standard, rigorously interpreted, 
and the maintenance of national currencies whicli are not linked 
together by being linked to gold or to any other common measure. 
When we abandoned the gold standard the alternative achieved 
considerable popularity in this country, but all recent experience 
has sho\\Ti that, during a period of currency disturbance, it tends 
to increase nather than reduce our difficulties. My objection to 
the system, however, is due not to the fact that it has created or 
intensified difficulties under present conditions, but to the fact 
that it would create difficulties of the present type even though 
it were introduced under the best possible conditions. The 
system has been advocated on the ground that it would enable 
us or any other nation to pursue a currency policy that w’ould 
maintain a stable price level. For reasons which I cannot give 
in this paper I believe that precisely that sort of stability which 
they seek is more likely to be achieved under the gold standard 
than under a system in which such stability is the immediate 
object of national policy. But it seems to me that a wider and 
deeper issue than even price stability is involved in the discussion 
of the two alternative monetary systems. The national currency 
system is but one aspect of economic nationalism or economic 
isolation, of which tariffs is another. A national system of 
currency is intelligible if not defensible for a nation which isolates 
itself from the family of nations. It is not, however, consistent 
with a policy of internationalism in other departments of economic 
activity. The gold standard stands for internationalism in 
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economic affairs ; it is a condition of free development of trade 
between nations. Nor should it be forgotten that, if most 
countries were on th^ gold standard, secular changes in the value 
o^ gold would be relatively small. Post-war changes in the value 
of gold have been due not to the gold standard but to the failure 
of a number of countries to operate that standard. 

Without pausing to consider the case for bimetallism, I venture 
to express the belief that the restoration of the gold standard is 
necessary to the progress of the world in that future which is 
worth considering. I am content to leave the twenty-first 
century to our great-grandchildren. I do not, however, suggest 
that the gold standard should be immediately restored ; on the 
contrary, I fear that political considerations will drive us back 
to that standard before the essential preliminaries have been 
properly considered. In the first place, it would be folly on our 
part to return to gold until we knew precisely the rate of exchange 
that would enable international trade to be distributed in the 
manner determined by real costs of production. The new rates 
should be determined by purchasing power parities. We are not 
yet agreed, however, upon the precise meaning of purchasing 
power parity, neither do we possess the information that would 
enable us to estimate purchasing power parity, howsoever defined. 
Again, we should not return to gold until the price averages of 
different countries, expressed in their respective currencies, have 
reached those heights which are regarded as satisfactory ; for it 
is clear that subsequent changes must be international rather 
than purely domestic in character. Further, we should not 
restore the gold standard until individual countries arc prepared 
to pursue investment policies that are appropriate to the remaining 
parts of their economic structures. It is too much to hope that 
the great mass of liquid capital which now readily — too readily 
— ^flows from one country to another will quickly be invested in 
long-term securities and thereby cease to be a danger to the 
financial stability of a number of countries, but it should be easy 
to form an international exchange stabilisation fund under the 
control of an appropriate body which, in effect, would perform 
the pre-war international function of the Bank of England. Such 
a body would direct the flow of funds according to the needs of 
individual countries, not, as at present, in the opposite direction. 

A word should be added on the question of tariffs. Before 
the war the tariff system of each country was determined by long- 
term considerations. During the last few years all countries 
(our own included) have found refuge in the doctrines of the 
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mercantilists of earlier days. Tariffs have Keen used not to 
direct the development of industry but to direct the immediate 
flow of trade. An adverse balance of trade is no longer regarded 
as an incident of economic growth but as a calamity to be avoided 
at all costs. An established system of protection is not incon- 
sistent with the operation of the gold standard, but frequent 
tariff manipulation to meet fluctu£(,ting trade balances is bound 
to render any international currency standard impossible. It is 
too much to hope that the world will abandon tariffs as a measure 
of protection, but it will be difficult to maintain the gold standard 
unless the countries of the world are prepared to abandon the 
system of ad hoc trade restrictions to overcome occasional deficits 
on current accounts. I do not believe, however, that I am too 
optimistic in stating that this difficulty would quickly disappear. 
The new practice of adjusting tariffs to failures to balance pay- 
ments is largely the product of the failure of our credit system. 
If liquid capital had gone to the rescue of, instead of running 
away from, countries with adverse balances the need for dealing 
with the situation in another way would not have arisen. I 
therefore believe that if we could solve the problem of controlling 
the flow of credit, either through the creation of an international 
exchange stabilisation fund, or in some other way, the difficulties 
created by the new restrictions upon trade would also be solved. 

We are frequently told that a return to the gold standard is 
impossible so long as the world supply of gold is so largely con- 
centrated in two countries. It is no doubt true that the present 
distribution of gold presents a serious difficulty, but I do not 
regard it as an insuperable difficulty. The present distribution 
of gold is the result of those post-war influences to w'hich I have 
already referred. If we could restore those conditions w^hich are 
essential to the maintenance of the gold standard it is not unlikely 
that a redistribution of gold according to apparent need would 
be accepted. Gold is only preferred to an earning asset so long 
as the earnings of the latter do not exceed the money estimate of 
the risk involved. In the last resort, how^ever, the international 
price level in terms of gold matters less than the domestic price 
levels expressed in local currencies, so that the difficulty created 
by an unequal distribution of gold could be overcome by giving 
an appropriate gold value to paper currency and maintaining a 
relatively low legal reserve. Moreover, if domestic price levels, 
expressed in local currencies, are sufficiently high, the burden of 
fixed debts necessitating a flow of payments from one country to 
another would not be so heavy as to endanger the gold standard. 
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A recent judgment in this country, and still more recent pro- 
nouncements in the United States, have shown that debts con- 
tracted in gold ^re no longer payable in the gold value expressed 
in the bonds. A foreign debt payable “ in sterling in gold ” in 
this country can be paid in sterling ; a gold bond payable in gold 
dollars can be paid in dollars. This decision has produced a 
profound effect upon the significance of the gold price level in 
the world and, therefore, upon the present distribution of gold 
supplies. For these reasons, while admitting the importance of 
a change in the distribution of gold, I do not believe that the 
present distribution, or the probable distribution in the near 
future, constitutes an insuperable obstacle to the return to the 
gold standard. 

I hope it will be evident that I neither contemplate nor desire 
an immediate return to the gold standard. Many changes must 
take place before such action can be taken with safety. When a 
new currency measure is passed we shall be legislating not for a 
year but, we hope, for a generation or more. It should not bo 
forgotten, however, that the gold standard is a form of discipline 
which may itself help to restore some of those conditions that 
enable it to be operated with success. It is a problem in the art 
of government to decide when the necessary changes have 
occurred, and how much may be left to the discipline of the 
standard itself. In deciding the actual gold value to be given to 
sterling, I hope that the post-war difficulties of the unsheltered 
industries will not be forgotten by the Treasury. 

J. H. Jones 



A CRITICAL CONSIDERATION OF PROFESSOR PIGOU’S 
METHOD FOR DERIVING DEMAND CURVES 

The statistical method devised by Professor Pigou for tho 
derivation of demand curves from market data ^ deserves tho 
most attentive consideration for several reasons : first, because 
of the fascinating simplicity of the method itself ; next, because 
of tho possibility it seems to afford of estimating in each particular 
case the probable error of the results obtained ; and, last but not 
least, because of the authority attaching to the author’s name. 
The weight of his authority is in this case all tho greater because 
ho has evidently been won over by the merits of this method from 
a position of scepticism with respect to the usefulness of market 
data for tho purpose in hand. He had said in tho Economics of 
Welfare (1929 edition) that “ attemjits to determine tho elasticity 
of demand for any commodity in any market by a direct com- 
parison of prices and quantities arc exposed to very great diffi- 
culties,” 2 and there is little hope that many elasticities will 
lend themselves to calculation in this direct way.” ^ In the article 
of 1930 the attitude is changed. Ho expresses tho belief that 
significant results may in many cases bo obtained by the use of 
his new geometric method and, most irajiortant of all, that tho 
reliability or unreliabiUty of the results obtained in this way will 
bo clearly indicated by tho dispersion of the figures worked out 
in tho course of the calculations. The advantages of tho new 
method are brought out by comparison with the methods used 
by others. Referring to the underlying assumptions involved 
in Professor Schultz’s method, ho says, “ It is not, however, 
easy to make explicit jirccisely what these conditions are. A 
mathematical machine is grinding out results; but tho exact 
nature of what was put into the machino at the beginning is, at 
all events to non-expert readers, somewhat obscure.” * “ This,” 

ho says, “ is true in a still higher degree of the more complicated 

^ A. C. rigou, “ Tho Statistical Derivation of Demand Curves,” Economic 
Journal, SoplejjilHT 1930, pp. 384-400, and Economic Ensays and Addresses, 
by A. C. Pigou and D. H. Robertson (1931). This method is not to be confused 
with his earlier inotliotl of calculating relative elasticities of demand from data 
contained in family budgets which first appeared in the Economic Journal for 
1910, and is also explained in tho appendix to Economics of Welfare, 

> Ecoyiomics of Welfare, p. 780. * Economics of Welfare, p. 781. 

^ Economic Journal (1930), p. 390. 
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method . . . employed ... by Dr. Wassily Leonticf.” ^ Then 
he goes on to i)oint out “ a more serious difficulty/’ namely, that, 
“ while the objective sought by these writers ... is avowedly 
the most probable demand curve ... no explicit calculation is 
made of the probable error to which the results attained are 
subject.” ^ His own method is then presented as a means of 
overcoming these objections. 

Because the method is naturally so attractive, and because it 
has received weighty endorsement,® it merits the most careful 
consideration of all who are interested in the progress of price 
research. In the present article attention will bo given mainly 
to the defects of the method, because it appears to the writer that 
some of these arc of such a fundamental nature as to impair very 
greatly its practical usefulness, if not, indeed, to undermine the 
validity of the entire procedure. 

Tho method depends upon four basic assumptions, not all 
expressly stated, yet clearly implied. They are as follows : 

(a) It is assumed that the elasticity of demand for the com- 

modity in question is so nearly the same for tall quantities 
within tho range covered by tho data that tho curve 
would appear on a double logarithmic chart as a straight 
line. The validity of this assum])tion, although in 
many cases seriously open to question, will be accepted 
provisionally for tho purposes of the ])resent discussion. 

(b) It is assumed that the elasticity of demand remains 

unchanged even when the intensity of demand has been 
so altered that the curve is shifted from one position to 
another. The result of this is that the demand curves 
for the same commodity at different times must all 
appear as parallel lines on a double logarithmic chart. 
This assumption also will bo accepted. 

(c) It is assumed that, in those cases where the demand curve 

happens to have been shifting continuously in one 
direction while three chronologically successive price- 
quantity observations are made, an approximation to 
the slope of the demand curve can bo obtained by 
calculating the slope of the three parallel straight lines 
which w'ould pass through three observed points (with 

‘ Economic Journal (1930), p. 391. * Economic Journal (1030), p. 391. 

* Profosaor W. F. Forger, in hia article in the Economic Journal for March 
1932, endoraos tho method and rocommo^da its uao in the derivation of supply 
curves as well aa demand curves. 
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the middle line passing through the second point) and 
which would bo equidistant from one another. 

(d) It is assumed that it is possible, merely by scrutinising the 
signs attached to the results, to distinguish these signi- 
ficant cases, in which the demand curve was actually 
moving continuously in the same direction, from all 
the other cases in which it was not ; i.e. to distinguish 
between those calculated slopes which are supposed 
(according to tlie third assumption) to represent the 
slope of the demand curve and those which arc to bo 
discarded as representing nothing significant whatever. 

The whole method is developed from a mathematical formula 
by means of which three equidistant parallel straight lines can 
be drawn through any three given points in a plane. Supx)ose 
that the points are B and G with the co-ordinates respectively 
{Pv ^i)» ^ 2 )* iP 3 ^ ^ 3 )y and that 

= Pi - P2 

^>3 P 2 - 

Cl ~ Xi — 

^2 = ^2 ’^'3 


Then the formula 






gives the slope of a triad of lines con- 


forming to the above conditions.^ In applying this formula to 
his economic data, Professor Pigou treats each price-quantity 
observation as a point on a double logarithmic chart. Taldng 
these points then in chronological order three at a time, ho cal- 
culates the sl()j)es of the triads of equidistant parallel straight 
lines which Avould pass through them. 

In order to follow through step by stej) the logic of the method, 
we must begin by considering a very special case. Siqq^ose that 
the conditions of demand have been changing in such a way that 
the real demand curve, if it could bo shown on our double logarith- 
mic chart, would have moved continuously in one direction 
while three price-quantity observations were being obtained, and 
that the x)osition of the curve Avhen the second observation was 
obtained would have been precisely half-way between the positions 
occupied when the other two were obtained. In such a case the 


^ To avoid confusion it must be pointo<l out hero that Professor Pigou 
imfortunatoly made the mistake of writing b at tho beginning of the formula, 
whereas tho formula is correct only in its positive tonn. He admitted tho error 
when his attention was directed* to it by Professor Ferger. In his actual 
calculations he used the correct form, and that is the form accepted as the basis 
of discussion in tho present paper. 
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slope calculated from the formula as Professor Pigou uses it 
would be precisely the slope of the actual demand curve that is 
being sought. The lines of the triad obtained from the formula 
would fall exactly upon the lines representing the demand curve 
in its three successive positions, and no other lines could possibly 
be found which would satisfy the conditions laid down. It was 
apparently the perception of the perfect relationship existing in 
such ideal cases that suggested the possibility of using the triad 
formula as the basis of an entirely new method for the derivation 
of statistical demand curves. 

Professor Pigou does not suppose, of course, that the shifts of 
the demand curve in actual fact arc over likely to be precisely 
equal, ^ but ho believes that approximately equal shifts will yield 
approximately correct results. Ho believes that there will still 
be a necessary mathematical relationship between the slope of the 
actual demand curves and the slope of the derived triad. He 
thinks that the error in the result obtained from the formula 
will bo one of over-statement or of under-statement according 
as the demand curve moved more or less to the right or to the 
left between the first two observations or between the second 
two. Putting it in exact terms (using a^ to rcprejj^'"^k the vertical 
distance between the first and second lines of the triad and to 
represent the distance between the second and third) ho says : 

“ When (dj — Ug) is positive, the slope is numerically 

< - - -- J ^ When — ^2) negative, the slope is 

Cl C2 

numerically > — That is to say, when the curve proper 

Cj — Cg 

to the third interval is further to the left of, or less to the right 
of, that proper to the second interval tlian that proper to the 


second interval is of that proper to the first, the formula ~ 



^ Some intorprotore insist that ho does expect those ideal conditions to bo 
realised in practice often onough to give him a basis for his calculations, ami that 
this is tho ground upon which his method should bo criticised. That inter- 
pretation, however, is inconsistent with his own statements. On page 393 
(Economic Journal, 1930) he says, “ The condition of equi-distanco . . . will 
bo approximaldy satisfied if and in so far as tho state of demand is changing under 
the influence of causes that act in a continuous and gradual manner.” (Tho 
italics are mine.) On page 394 ho says, ” As a rule, for most triads there is likely 
to bo some disturbance consequent upon discrepant swings of demand as between 
the two pairs of intervals.” It is also inconsistent with tho procedure by which 
he decides in tho end which is the most probable value for the elasticity ho is 
measuring. Had he made his method depend on precisely equal shifts, lie would 
not have chosen tho median, but would have had to find two results that were 
perfectly identical. 
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under-states the numerical value of the slope of the curves : 
in the converse case it over-states it.” ^ 

This is supposed to follow from the formula ^ — ~ 

Cl Cg 

which he uses earlier in the demonstration to represent the slope 
of any three parallel straight lines. But hero Professor Pigou 
seems to have misinterpreted the significance of some of the plus 
and minus signs. An examination of the diagram below (Fig. 1) 
will quickly show that his statement is incorrect. 



Suppose that the slope of the actual demand curve on a double 
logarithmic chart is — i, and that it lias been sliiftiiig continuously 
to the right at a rate very nearly, although tiol 'precisely, constant 
while the three observations were being obtained. The positions 
occupied by the curve when the first, second and third observa- 
tions were made are shown respectively by the lines 
D^D^, Under tlu\sc conditions, according to Professor Pigou, 

“ the formula — ^ understates the nuinorical value of the 

Cl C2 

slope of the curves.” As a matter of fact, it is just as likely to 
over-state it. Let the first observation give us point A on our 
double logarithmic chart, with --- 50 and .Ti ~ 10. Let the 
second observation give us point Bi on the chart, with ~ 

^ Economic Jouhnal ( 1930 ), p. 392 . 
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and X 2 = 20. Let the third observation give us point C on the 
chart, with pg — 10 and = 50. Then the formula gives us a 
slope of — g. Comparing this with the actual numerical value 
of the slope of the demand curves (— J), wo see that the bias in 
this case is just the opposite of what was predicted. The over- 
statement of the slope here was moderate ; but it might easily 
have been great. 

Although, for the sake of simplicity, round numbers are used 
in these illustrations, it is important to keep in mind the fact that 
they are supposed to be the logarithms of the prices and quantities 
actually obtained from the market records. It may be well at 
this point to call attention also to the fact that the hypothetical 
figures used in this and the following illustrations conform exactly 
to the conditions that arc supposed to give the most accurate 
and dependable results. Professor Pigou says on page 395 of 
his article that w'e should “ prefer the witness of triads where 
both the observed prices and the observed quantities differ 
substantially among themselves.” 

Suppose now, for example, that supply conditions had been 
different when the second observation was made and we got 
point B 2 with — 31-5 and x^ ~ 29. The formula now gives 
us a slope of — !!. In this case a curve which is highly elastic is 
represented as if it were quite inelastic. 

Again, suppose that our second obsiTvation had given us tlie 
])oint with ~ uiid -- 31. Then we get a slope of 
+ 2 - "This measure is numerically correct, but that, of course, 
is purely accidental, since the triad obtained would be running in 
the opposite direction from the demand curves. 

Finally, sunpose that our second observation had given us 
the point with P 2 ^ 28 and 3(>. Then we get a slope of 
— In this case the slope is under-stated. 

It is apparent from the foregoing illustrations that no general 
rule can bo based on the relative distances between tlic demand 
curves to tell us what bias will be found in the results obtained from 
the formula. 

It is evident also that tlic slope obtained in any case depends 
not on the slope of the demand curves nor on the relative 
positions of the curves, but only on the particular positions of the 
three observed points. Since the lino through B must always 
pass through the mid-point between A and C (marked 0 on the 
diagram), practically any slope could bo obtained merely by 
moving the point B along the demand curve Z) 2 ^ 2 * Kach of the 
dotted lines in the diagram represents the middle lino of one of the 
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possible triads that might ho obtained. The spaces between 
them could be filled with any number of other lines passing through 
0, all of which would also give possible slopes for triads that might 
be taken to represent the same actual demand (mrves. The 
slopes would also bo altered in a similar way by any changes in 
the points A or 6\ 

The points on the demand curves which can in practice be 
observed are those associated with the particular quantities that 
happen to have been marketed during the periods to which the 
price-quantity data relate. Their positions depend, therefore, 
as much on the conditions of sui)ply as on the conditions of 
demand. And, since the movements of the supply curves are 
independent of the movements of the demand curves, it follows 
from the foregoing discussion that there is no necessary mathe- 
matical relationship between the slope obtained from the triad 
formula and the slope of the actual underlying demand curves 
themselves.^ 

It is still possible, of course, to defend the method on the 
ground that there is a tendency for the results obtained to be 
distributed in some systematic way around the true value for the 
slope of the underlying demand curve, and that tlierefore the 
median of the arrayed results is the most probable value. Pro- 
fessor Pigou did treat his results in this way, but does not seem 
to have realised how erratic the distribution was likely to be. 
He appears to have attributed the ditferenccs in the slopes 
obtained entirely to a single cause, unequal shiftings; and he 
seems to have thought of them as being i)roportionate to the 
deviations of the middle curve of every three from an exactly 
central position. That being so, it was only natural that he 
should expect the distribution of the results to be systematic 
and significant. Ho says, “ On the assumption that the (log- 
arithmic) demand curves of all the intervals arc parallel straight 

^ Tho more coiLstant tho rate of shift ing of tho supply curve tho greater will 
bo tho error in tho results obtainoil. If tho suppl3’^ curve (assumed to bo a straight 
lino on tho chart) romained fixed while tho doinand curve moved at a precisely 
constant rate, tho result would bo indeterminate, i.e. tlio figure obtained to 
roprosont the slope would be zero. If the supply curv'o remained fixed while the 
demand curve moved unequal distances, tho slope obtainoil would be that of the 
supply curve. If both moveil at precisely constant rate's, the slope would again 
bo indotorrainato. If both moved at approximately constant rates, the second 
observation would give a point close to the middle point between tho other two 
(like or ^3) and tho triad slope would deviate widely from that of the demand 
curve. Actually tho conditions required to give tho most dependable results 
would be those in. which tho supply curve had swung back and forth from one 
extreme to tho other between each pair of successive observations while tho 
demand curve moved at an approximately constant rate. 
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lines, the figure in the final column derived from each triad may 
be regarded as an ‘ observation * of the elasticity of demand, 
subject to an ‘ error * due to a deviation from equality between the 
distance of the second line in the triad from the first and the 
distance of the third lino from the second.” ^ Professor Ferger 
points out that variations might also bo caused by accidental 
errors in the data, but he docs not think these are sufficient to 
cause any serious difficulty. When, however, we add to these 
the powerful and incalculable causes of variation discussed in the 
preceding paragraphs, it is difficult to believe that anything very 
significant could be learned from the arrAy of results obtained. 

In arriving at this conclusion I have assumed that we were 
dealing with cases in all of which the demand curves were moving 
continuously in one direction. It is only when wo recognise that 
in actual fact the direction of movement will frequently be re- 
versed while the observations are being obtained that the most 
fundamental weakness of the method is i*evealcd. 

When dealing with actual data, we do not know, as we do in 
our hypothetical illustrations, what movements have been taking 
place in conditions of supply and demand. All we have to 
work with are the successive observations of associated prices 
and quantities, which wc take to represent the points of inter- 
section of the unknown demand and supply curves at the times 
that the observations were made. From every three successive 
observations a calculation is to be made according to the triad 
formula in the hope of getting a figure that may represent the 
slope of the demand curves. In those cases where it happens 
that the demand curve was moving in a constant direction the 
results will be such as those examined above; but in cases wdiero 
the direction was reversed while the observations were being 
made, there is not oven a semblance of logical ndationship be- 
tween the derived slopes and the slopes of the real demand curves 
that we are trying to discover. 

Professor Pigou himself recognises that the shiftings of the 
demand curves w'ill often be erratic. He discusses eight different 
causes which may bring about changes in demand, and admits 
quite frankly that although some “act in a continuous and gradual 
manner . . . others . . . are likely to operate sporadically ^ ^ 
Among such causes are : chiangcs in expectation about the relation 
between future and present ])riccs of the commodities directly 
concerned ; changes in the prices of competing or complementary 

^ Economic Joubnal (1030), p. 395 (italins mine). 

* Economic Joubnal (1930), p. 393 (italics mine). 
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goods ; seasonal changes ; changes in general business conditions 
during the different phases of a business cycle (affecting par- 
ticularly the demand curves for producers’ goods); and the 
accompanying changes in the real income of the community and 
its distribution among the different classes of society (affecting 
the demand curves for consumers’ goods). These irregular 
changes and the consequent erratic? shifts of the demand curves 
are accepted as natural elements in the problem, and are supi)osed 
to be taken account of satisfactorily in the j)rocedurc prescribed. 
Professor Pigou did not hesitate to apply his method even to such 
a commodity as copper. He docs not claim that any significant 
results can be obtained from jirice-quantity observations obtained 
while these erratic shifts arc taking place, but docs believe that 
all the figures derived from such cases can bo identified by the 
plus signs attached to tliem and can be eliminated from the 
calculations. That he is mistaken in this belief will be shown in 
the paragraphs which follow. 

The difficulty arises from the fact that through any three 
given points Aj B, and C, on our double logarithmic chart three 
different triads of equidistant parallel straight lines can bo drawn. 
The middle line of one triad will run through Ay the middle lino 
of another through B, and the middle lino of the tliird through C'. 
These triads are easily obtained geometrically, since the middle 
line through any one point must bisect the line joining the other 
two. The slopes of all three triads may be obtained from the 
formula quoted above by treating the co-ordinates of each point 
in turn as a’ 2 y 2 - Whichever one is so treated is the one through 
which the middle lino of the derived triad must pass. 

Suppose, now, that the actual (but unknown) demand curve 
has moved first to the right, as the result of some temporary 
disturbance, and has then swung back almost to its original 
location, occupying the i^ositions indicated on Fig. 2. by the solid 
lines DJJi, aud Suppose that the points succes- 

sively observed were A, B, and C with co-ordinates (44, IG), 
(30, 50) and (20, 35) respectively. 

Since tlic curve occupies the middle j^osition, the triad 

wdiich would be significant according to Professor Pigou s own 
reasoning would bo the one with its middle line passing through 
the point C, This, liow'cver, is not the triad the slope of which ho 
would obtain from his actual calculations. Since in applying his 
formula ho always treats the co-ordinates of the second ob- 
servation as P 2 ^ 2 » slox)e he obtains is the slope of the 
triad with its middle lino passing through the point B (indicated 
No. 172,— \OL, XLTII. 
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by tho dotted lines in the diagram). In this case the slope ob- 
tained from the formula would be — indicating an extremely 
elastic demand, whereas the actual demand is highly inelastic 
and the true demand curves have a slope of — f . 

This wide discrepancy is not difficult to understand when we 
realise tliat the calculated slope must be such that tho line through 
the point B will cut across all three of the demand curves within 
tho narrow limits set by the other two observations. There is 
absolutely no reason to expect that tho slope of this triad should 
resemble the slope of tho real demand curves. By the very 



nature of the calciiliitions the results obtained are more likely to 
be wrong than right ; that is, they are more likely to misrepresent 
the slope of the demand curvcNS than to represent it even 
approximately. 

When spurious results obtained in this way arc arrayed along 
with those obtained from the cases in vvliich the shifting did 
happen to ])c in a constant direction, any faith we may Iiave Jiad 
in the tendency for the figures to distribute themselves systematic- 
ally around the true value of the slope we arc seeking is completely 
shaken. Yet it is from just such a hybrid series that Professor 
Pigou proposes that wo should obtain our knowledge about tho 
elasticities of demand. Ho rejects as irrelevant all tho figures 
with positive signs, but accepts as significant for his purpose all 
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the figures with negative signs. ^ He has apparently been misled, 
through some slip in the earlier stages of his analysis, into the 
erroneous belief that all the negative figures obtained from his 
calculations must of necessity belong to a single homogeneous 
series derived entirely from cases in which the movement of the 
demand curve had been continuously in one direction. Nowhere 
in the discussion does he recognise the possibility that there could 
be any triad other than the relevant one which would have a 
negative slope.^ If this j^ossibility had been recognised he would 
undoubtedly have been led to reject the final scries upon which 
the method depends as unreliable; excei)t, perha])s, in si^ecial 
cases where it could be determined from external evidence of 
some sort which among the items were significant and which 
were not. As a matter of fact, the only other test he })rox)ose8 to 
apply is the test of internal consistency. If the series as a whole 
is “ chaotic,” he would reject it ; but if it appears to be consistent, 
he w'ould use it as the basis for his conclusions. 

In the light of the foregoing discussion it is evident that 
Professor Pigou’s method is likely to lead in many eases to con- 
clusions with resp(‘ct to elasticities of demand which are widely 
at variance with the facts. If it haj)pens, as it may in certain 
instances, that the demand curve has been shifting continuously 
in the same direction during the wiiolc of the period to winch the 
data relate, and that the changes in supply, from observation to 
observation, have been such that the calculated slopes arc 
systematically distributed about the most probable slope of the 
actual demand curve, the result obtained will be approximately 
correct. If some means could be found of distinguishing these 
rather exceptional cases from all others, the method might bo 

^ Ho (loos Hiiggost that “ it will he well to siispoet tho witness of triads ” in 
which “ tho dilloroncos either aiiiong tho observed })rices or the observt^d quantities 
aro very small ” (Kcoxomic Jouhnal, 1930, p. 395), but, as wo have seen above, 
this gives no ussiiraneo that tho other figures, which aro retained, will be 
significdiit. 

* Indood, in tlio explanation of the geometric basis of his mothod ho plainly 
says that there can bo only one triad with a negative s1oj)l*. Having stated tho 
triad formula with a plus-or-niinus sign whom t hi^rc should only have boon a 
plus sign, lio goes (jn (apj)an»ntly masoning from this formula), “ Thus two triads 
of lines can bo drawn through our tliroo points, tho slope of tho linos in ouch triad 
being equAl numerically, but of opposite sign. If now wo add the roquiminoiit 
that tho linos passing through tlw thmo points must bo inclined negatively, only 
one triad is possible ” (p, 391; italics not his). Actually, liowovor, us wo have 
soon above, there am always tiiroo triads that can bo drawn, and it would bo only 
by pure coincidonc(» that any two would have numerically equal slopes. It is 
quite possible, moroovor, that all thmo triads may bo negativ'oly inclinod (for 
example, tho triads running through the points in Fig. 2 would have slopes of 
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used to advantage in dealing with them, but in the absence of any 
basis for such discrimination the dangers of misinterpretation 
involved in the use of this ingenious method are so great as to 
offset completely any advantages it may have over other methods 
in simplicity and explicitness. What may be done in the future 
to amend the method is, of course, not to bo foreseen. But it is 
fairly certain that dependence will have to bo placed on external 
evidence of the validity rather than on internal ; that considera- 
tion will have to be given to information regarding the economic 
forces that may be supposed to have affected the shiftings of the 
demand curves (and the supply curves) rather than to the 
characteristics or the relations of the figures obtained from the 
calculations. And if that is so, it seems to follow as a final 
conclusion that the method will always have to be used with the 
greatest caution, and that its legitimate use can probably never 
be extended beyond a strictly limited field of special cases which 
happen to lend themselves to this particular ty])e of treatment. 

It is only with difficulty that I have convinced myself that 
Professor Pigou could possibly bo in error on any question relating 
to economics, and it is with regret that I find myself in disagree- 
ment, even upon a mere matter of statistical technique, with a 
man for whose work I have so great an admiration. 

John M. Cassels 

Harvard University. 

The editor has kindly allowed me to see an advance proof of 
Dr. Cassels’ interesting article. I have not had this matter in 
mind for some time and am not able to re-examine it thoroughly 
now. Nevertheless, if Dr, Cassels will forgive a somewhat under- 
baked reply, I should like to make a brief comment on his two 
main points. 

First, it is clear that I had not considered sufficiently the 
nature of the error entailed by a failure in the condition of equi- 
distance. Incidentally, as Dr. Cassels shows, I had stated as a 
general truth a proposition about the direction of that error which 
is only true in certain conditions. Much more important than 
this, however, is his demonstration that a very small failure of 
the condition of equi-distance may involve a very large error in 
the measure of elasticity that any triad yields. Since it will 
seldom happen that the condition of equi-distance is exactly 
realised, this is a serious matter, and seems at first sight to render 
my method quite useless. A consideration of Dr. Cassels’ first 
diagram suggests, however, a way out. It will be seen that the 
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error is only liable to be large if the observed point at the second 
date is near the middle of the straight line joining the other two 
observed points. It would seem, therefore, that figure's obtained 
from triads with that characteristic should be regarded with 
grave suspicion, or perhaps rejected altogether, and attention 
concentrated on triads in which the distance between the observed 
point at the second date and the middle of Dr. Cassels* line AC is 
considerable. 

Secondly, Dr. Casscls points out tluit, when, between the second 
and third dates, the demand curve has swung in a direction opposite 
to that in which it is swinging between the first and the second, tlie 
triad in question is bound, on my method, to give a wrong read- 
ing. This is, of course, true, and should have been explicitly 
pointed out in my article. If we know, in respect of any triad, 
that this has been happening — and in some cases we may know 
it from external data — the witness of that triad should be rejected. 
But, if we do not know it, we are, I think, entitled to presume, at 
all events if our observations have been made at fairly short 
intervals, that only a small proportion of our triads will be of 
this kind, and that these will yield figures that differ widely from 
the mean. Should the whole array of figures prove to be chaotic, 
this presumption is weakened, and, as I said in my article, the 
whole thing is suspect. If, however, we obtain a substantial 
number of figures not differing greatly among themselves near 
the middle of our array, the presumption is confirmed, and the 
elasticity educed by the method is probably not far off the true 
one. 

In sum, the method docs not claim to be one that can be 
applied in a mechanical way with assurance beforehand of 
obtaining reliable results. It is necessary, after the arithmetical 
operations have been performed, to look at the general character 
of the resultant set of figures and — in the light, of course, of any 
other relevant knowledge that we may possess— to whetlier 

the inference about elasticity that a incchaiiical treatment of 
them suggests can safely be drawn. A. C. PiGOU 



ECONOMIC THEORY AND THE PROBLEMS OF A 
SOCIALIST ECONOMY 


It has been a common practice for economists to employ the 
h3rpothesis of a “ socialist economy ” as a term of comparison : 
a comparison which has generally been used, not to delimit 
economic concepts and to stress their relevance to some limited 
historical context, but to assert their universality. As a rule, 
it has been assumed that in a socialist society the main proposi- 
tions of economic theory would apply with undiniinishcd force. 
Obstacles and problems would remain fundamentally the same; 
and the difTcrences introduced by State investment and an altered 
distribution of wealth would be of no different order from those 
which miglit arise in an individualist system at different times 
and in different To the economist the rise and fall of 

institutions are a secondary affair. A change of })roperty-rights 
and of class relationshii^s may profoundly concern the social 
psychologist or the creator of ethical systems, but they will 
alter the form of “ the economic problem ” hardly at all.^ 

In the past, such statements have generally been assumed 
unquestioned, rather than analysed and deffeuded; and little 
attempt has been made to formulate the detailed corollaries 
which such statenuuits imply. Yet, clearly, if they arc true, 
such statements have very great significance, not only for practice, 
but in the very definition of economic concepts. In recent years 
a more direct practical interest in tlie matter has caused these 
propositions to bo more concretely framed. The decline of the 
competitive system, on the one hand, and the achievements of 

^ For instanco, Mr. H. I). Hondorson apoaks of “ tho oxistonco in tho econotnin 
world of an ordor more profound and rnoro ponnanont than any of our social 
schemes, and ecjually applicable to thorn all,” and of oconomic laws and relation- 
ships w’hich ” seem altogether more fundamental than our present industrial 
system ” {Supply and Dvmandy pp. 11 ami 141); while Wither similarly declares 
that ” the communistic state must retain tho same law in force, or its economy 
will become chaos ” {Natural Valuer p. 1G4). Wiosor oven goes so far as to identify 
” natural value ” with “ value as it would exist in tho communist state.” 
Pareto asserts that un<ler Socialism ‘‘ commodities will bo distributed according 
to tho rules which we have discovered in our study of a ri^'giino of coiniwtition ” 
{CourHf Vol. IT, 304), and Cassol assures us that ‘‘ now linos of oconomic ptdicy, 
adopted by socialist reformers, which promise anything for tho future, tend, so 
far as prices are concerned, merely to work out tho classical ideal of a system of 
prices ” {Theory of Social Economy ^ Vol. 1, p. 70). 
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Soviet economy, on the other, have given the question a topical 
interest. As Mr. H. D. Dickinson has reminded us in the June 
issue of the Economic Journal, a virtual school of writers, such 
as Mises and Brutzkus, has developed, declaring that a socialist 
economy must fail because the absence of a free market and a 
pric^-system would preclude the apj)lication of any economic 
criteria. Against them, others, such as Mr. Dickinson, have 
proclaimed the possibility of combining a socialist economy with 
a price-system : a combination which, it is alleged, would pro- 
vide superior criteria of costs and of demand to those which 
rule in a capitalist wwld.^ Mr. Dickinson tells us that a socialist 
State in the sale of finished products and in the purchase of the 
primary agents of products need not, and should not, act as a 
monopolist : it could, and should, allow these prices to be fixed, 
on the one hand by the competition of consumers, on the other 
hand by the competition of suppliers of the agents of production. 
In other words, it could keep sufficient competition alive (in the 
purchase of final products and the supply of 2)rimary agents) 
to maintain approximately the same system of selling-prices and 
of costs as would prevail (given the same distribution of income) 
in an individualist w'orld. But these two parties both share a 
common assunqition. Both assume that the categories of 
economic theory are equally valid in a socialist as in an indi- 
vidualist order. Here there is no debate between them. Yet 
this is an assumption that has never been fully explored. 

It has become fashionable to-day to discard the hedonistic 
basis on which the modern tlu'ory of value was formerly supposed 
to rest, and to treat Economics as a non-normativo theory of 
equilibrium. As such, it becomes something very different from 
the Political Economy of Adam Smith. No longer a collection 
of precepts in advice to the Sovereign, hut a formal technique is 
what it supplies — a system of functional equations, a branch of 
applied mathematics, postulating a formal relationship between 
certain quantities. Professor Robbins, who has carried this 
contemporary fashion to its logical conclusion, explicitly emphasises 
the purely formal character of economic theory, without, how- 
ever, seizing the full implications of the statement. Economics, 
as a theory of equilibrium, he points out, is unconcerned with 

* Cf. Economic Journal, XLTII, 170, pp. 2:17 nc'f.; also an artirl© by Mr. 
II. D. Dickinson in The PolUkal Quurtvrhj, Vol. I, No. 4. A similar view has 
been oxpre8SO<l by W. C. Ropner, The Problem of Pricitm in a i^iocialist State. 
The present writer also subscribed to this opinion, dovotinj; a theoretical 
Excursus of his Kussian Kcotiomic Pevclopnient to an exposition of this claim. 
He now beliov(!S this view to be wrong. 
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norms and ends : it is concerned solely with constructing patterns 
for the appropriate adaptation of scarce means to given purposes. 
The corollaries of economic theory do not depend upon facts of 
experience or of history, but “ are implicit in our definition of 
the subject-matter of Economic Science as a whole.” ^ One 
might have thought this a sufficient definition of such coroUgtries 
as tautologies, and that propositions which contained no element 
of the real world could not, unaided, support judgments con- 
cerning the real world. But such an objection may,, perhaps, 
be thought too pedantici to cairy immediate persuasion. 

The more formal, of course, that Economics is made, the 
more universal become its propositions ; which might seem to 
imply that the equations of Cassel would have more application 
to a socialist economy than the more homely precepts of Adam 
Smith. But, in becoming more formal, such propositions have 
at the same time quite changed their significance. Tho theory 
of value, conceived simply as a theory of equilibrium, can postu- 
late that, in a given set of circumstances, prices will conform 
to a certain pattern; in a different set of circumstances to a 
different pattern. It can say this, and it can say no more. 
It may define a maximum ” as consisting in one particular 
“ pattern ” ; but tho definition will be entirely arbitrary. It 
is pow^erless to pass judgment upon any particular arrangement 
of resources in the real world, and declare one arrangement to 
be preferable or more “ economic ” than another, for the reason 
that it has specifically excluded any assumption about the ends 
in view. It is powerless to jyrescrihe a maximum for us. A 
reviewer in this Journal recently comj)lained that in a socialist 
economy tho problem w^oidd be not that the ])lanning authority 
“ (would) not be able to reacli a position of equilibrium, but 
that it (could) reach too many such positions — i)reoiscly an 
infinite number — and (liavc) no means of choice between them.” - 
But this is precisely the dilemma of any j)ure equilibrium theory : 
it can give no means at all for prefening the “ unique ” equi- 
librium of an individualist economy to any of the n possible 
alternative equilibria that a planned economy might choose. 
Economic theory reduced to these dimensions provides absolutely 
no criterion of judgment at all. 

Yet, when it comes to such judgments, the equilibrium 
theorist, of course, tacitly appeals to a norm. Despite his 
trumpetings against the welfare-economists, he in fact secretly 

* An Essay on tftc Nature and Significance of Economic Science, p. 75. 

* N. Kaldor, Economic Journal, Juno 1032, p. 270. 
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imports an assumption which at once places him precisely on the 
same ground as the Hedonist whom he has pretended to disown. 
And in this assumption the whole apparatus of Utility and 
Welfare, which it was his pride to dispense with, is implied. 
But the manoeuvre has not been for nothing : it has enabled the 
scientific dignity of an ethical neutrality to be combined with 
an imdiminishcd capacity to deliver judgments on practical 
affairs. The crucial assumption is as simple as it is question- 
able : it amounts to the sacredness of consumers’ preferences 
(as a general rule, and subject to unimportant exceptions here 
and there). ^ The virtues of “economic democracy” which it 
confers on a free market rest on a similar sacredness of individual 
choice to the virtues of Parliamentary democracy. Both operate 
through a convenient franchise system : in the one votes are 
cast by offers on a market, in the other by crosses at a polling 
bootjgk. The highest economic good consists in giving the con- 
sumer what he thinks ho wants, as political good consists in 
giving the people the government it thinks it deserves. Both 
conceptions are part of our bourgeois heritage from the nine- 
teenth century. But there is no need to show that there are 
fallacies in the latter to demonstrate that there are fallacies 
in the former. The effect of the advertiser on economic choice 
may bo taken as a fair parallel to that of the Press magnate on 
political opinion : both damage the sacredness of the popular 
verdict pretty ruthlessly; in both spheres it would seem that 
bad money drives out good. But in the economic sphere there 
is not even an approach to universal suffrage : on the contrary, 
a widely graded system of plural voting is the rule. Some men 
poll each a thousand votes to another’s one. Moreover, like tlio 
old-fashioned squire, the possessors of many economic “ votes ” 
powerfully inlluence the verdict of the mass - they “ set the 
pace,” establish the conventions for the multitude and the 
standards which others strive to imitate and attain. 

Mr. Dickinson would have us believe that in a socialist society 
the objections to the economic democracy of the market, like 
those to the democracy of the polls, would lose their force. But 
this is very far from being the ease. Unless there were complete 
equality of reward, “ plural voting ” would still remain, if 

^ This is tho assumption on which Marshall’s structuro rosts. In a footnote 
ho announces that fur roasoiis of practical convcnioiico he will identify “ dosiro ” 
with “ satisfaction,” and “ fall back on tho moasuremont which economics 
supplies of tho motive or moving force to action ; and to make it serve, with all 
its faults, both for tho desires which prompt, activities and for tho satisfactions 
which result from them ” {Principles, pp. 92-3). 
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diminished; whereas, if equality of reward prevailed, market 
valuations would ipso facto lose their alleged significanee, since 
money costs would have no meaning. If carpenters are 
scarcer or more costly to train than scavengers, the market 
will place a higher value upon their services, and carpenters 
will derive a higher income and have greater “ voting-power 
as consumers. On the side of supply the extra “ costliness of 
carpenters will receive expression, but only at the expense of 
giving carpenters a differential “ pull ” as consumers, and hence 
of vitiating the index of demand. On the other hand, if car- 
penters and scavengers are to be given equal weight as con- 
sumers by assuring them equal incomes, then the extra “ costli- 
ness ” of carpenters will find no expression in costs of production. 
Here is the central dilemma. Precisely because consumers are 
also producers, both costs ” and “ needs ” are precluded from 
receiving simultaneous expression in the same system of market 
valuations. Precisely to the extent that market valuations are 
rendered adequate in one direction they lose their significance 
in the other. Mr. Dickinson cannot have it both ways. 

But this is not all : this is not the only reason why a price- 
system under socialism might still be far from constituting a 
“perfect’’ “automatic” regulator of economic affairs. If 
consumers’ choice under capitali.sm was so malleable by conven- 
tion and seducible by the advertising agent, what right have 
we to assume that under socialism it will be supremely wise? 
If it was so corruptible then, why is it suddenly reliable now? 
Or if it needed to bo “ educated ” then, why are we to accept 
the verdict of its untutored state now? If taste is mainly 
acquired, rather than innate, and shaped by (julture and con- 
vention, as seems to be the case, there is no reason why, in a 
socialist order, tlie State should entirely abrogate the right of 
creating taste in favour of being its creature. In the creation 
of “ new WBnts,” in particular, wdth w^hich economic progress 
is so largely concerned, the verdict of a price-system can never 
give more than a modicum of aid. 

Even were it free of these defects, therc^ is a serious limit to 
the claim of a free market system to provide an automatic index 
and regulator of economic relationships — a limit which affects 
one of the fundamental relations in economic society. For this 
fundamental relation between the production of immediately 
consumable goods and the production of capital goods it can 
afford no criterion. This limit, which concerns the very core 
of the problem of costs, is not only customarily neglected in 
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discussions of the subject, but is even by implication denied. If 
a price-system prevails, the use of property -of j)lant, buildings 
and land — Vuill be priced, whether in a capitalist or a socialist 
regime. What is to be the basis of this relation between these 
two categories of cost — the hire of a lathe for a day and of a 
man’s labour for a day? On the answer to tliis question the 
whole costing problem turns, and the whole “ balance ” between 
different types of industry depends. But the question receives 
no answer from any spontaneous verdict of a free market ; since 
the tw'o categories of cost are incurred by dissimilar agencies 
(or persons).^ Neither is it answered in a socialist any more than 
in a capitalist economy. In a capitalist society the two classes of 
productive agencies arc suy)plicd by two distinct social classes; 
and the pricing of property depends upon the level of wages 
(i.c. the supply-price of labour) relative to productivity, modified 
by the rate of saving. In a socialist society property will be in 
the hands of the State, and this fundamental cost-relation will, 
of necessity, be determined a by the decisions of the State 

as to the proportion of resources to bo devoted to the production 
of consumable goods and of ca])ital goods. That a free market 
can and must provide the criterion as to wdiat this relation 
should be is a eommon illusion— an illusion which seems to lie 
behind a great deal of the talk about a “ natural ” rate of interest, 
particularly of the “ necessity ” of being ruled by this natural ” 
rate in a socialist (jommunity. In a socialist society there is no 
excuse for tlio illusion. The relation is clearly a determining, 
not a determined, factor in the market system. In a socialist 
society the rate of interest, the level of wnges and the distribution 
of resources betwi?en (constructional and finishing trades are all 
elements in a single decision taken by the State as to the dis- 
tribution of resources between present and future. They are 
each constituent ])arts of that decision, not conditioning influences 
over it. Here least of all can any appeal be made to economic 
voting ” — an appeal to the time-preferences of separate indi- 
viduals; for, in judgment of the future the “ natural ” individual 
is notoriously unreliable. 

But it may be urged : assuming that a given rate of time- 
preference and a given scale of need are postulated, wdll there 
not still remain the question of attaining a maximum relative 
to these j)ostulatcd conditions ? Will not the “ principle of 

' In ilio innnnor in which ociuilibriimi theory is usually stated there is 
assumed to bo a cornploto formal parallelism l)etweeii demand and supply. But 
this formal treatment neglects this very significant difference of fact. 
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least cost ’’ require that resources are distributed strictly accord- 
ing to a certain pattern, and anything which does not conform 
to this pattern be characterised as “ uneconomic ? In other 
words, must not the principle of equalising the marginal yield 
of capital in all uses have swayl Mr. Dickinson takes it as 
axiomatic that “ equilibrium ” must be obtained “ by pushing 
the investment of resources up to the same number of years’ 
purchase in all lines of pro4uction.” 

Let us for the moment admit that such a principle must 
rule, and inquire what this in practice must imply. To secure 
this ideal distribution of resources, it would certainly be necessary 
to express the priority of different needs, on the one hand, and 
to express costs, on the other hand, in terms of some common 
denominator — to reduce qualitative preferences to some quanti- 
tative scale. Costs ” would here need to include “ costs ” con- 
ventionally assigned to all scarce resources, including for instance 
land.) It is also true that this would require some system of 
centralised economic accounting as a basis for the decisions of 
economic planning bodies. But it would by no means necessitate 
the operation of a free market system to afford the automatic 
index ” of economic priority, 'riiere is no warrant for assuming 
that the index which a free market would provide would be 
preferable to what could be constructed in other ways : as has 
been suggested above, there is reason to think that it would 
bo definitely inferior. Moreover, it would seem as though the 
allocation of certain types of resources, such as urban sites 
and building accommodation, education, research, licalth and 
recreational facilities, might adequately be made without any 
very complex calculations (as, indeed, happens with a number of 
such things to-day). 

Even so, has this matter of achieving a relative maximum 
such prime importance, after all ? Even admitting it to have 
some importance, has it at any rate that priority of importance 
which the professional pride of economists is wont to assign to 
it? What is lost by failing to attain this maximum may well 
be of a lower order than the probable error in any scale of 
economic priorities, established by a free market or in any 
other way. But there is a doubt which goes deeper than this. 
To closer examination it is not at all clear, when one has attained 
this desired allocation of resources, what it is that has been 
maximised; and one is tempted to the suspicion that to strive 
after such a maximum is very like looking in a dark room for a 
black hat that may bo entirely subjective, after all. Let us 
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suppose that a Socialist State has postulated a certain rate 
of time-preference as keynote to its capital investment policy. 
The economic maximum of which we have spoken requires 
that this should be consistently aj)plied throughout the whole 
economic system. But let us suppose that the planning 
authorities do not apply it consistently in all directions — that 
they finance technical advance in certain directions more liberally 
than in others; that they put lifts in some ofiicc buildings and 
not in others; that they instal a conveyor system in the boot 
manufacture of one locality, but not in neighbouring woollen 
clothing factories ; that they use tractors and combine-harvesters 
on the wheat-farms of one district and allow the rye-farms of 
another district to bo harvested by the old-fashioned horse- 
reaper and binder. This seems to amount to the fact that 
activities in certain branches of the economic system are being 
controlled by a different rate of time-discount from others. If 
this were an inconsistency in rates of development likely to be 
cumulative or to i)ersist ad infinitum, a case might perhaps bo 
made out against such favouritism. But if it is something 
which will be adjusted in the course of time, what precisely is 
the economic loss occasioned by tlio temporary divergence? 
True, in certain cases the divergence of technical development 
may offend against what one may call the technical rigidities of 
the economic system; as, for instance, if the requisite ratio 
between coal-cutters and coal-trucks is not observed, or if there 
are tractors on every farm but no motor-lorries for transport 
between farm and railhead. But these are matters which the 
layman could most easily adjust without the intervention of 
any principle about equalising marginal yield. The ‘‘ economic 
loss ” which is the economist’s concern — which is assumed to 
result from violating this principle of equal marginal yield — is 
something in addition to such technical maladjustments, and 
claims the right to exist in their absence. If one is willing to use 
the concept of Utility, one can presumably define such loss, as 
“ loss of utilities through time.” Yet to give such a definition 
any precise meaning, do we not require some objective standard 
of time-preference, which is just wliat economic theory does not 
afford us? Alternatively, one can presumably define such loss 
as the fact that the present value-product of finished goods will 
be less than it might have been, had the existing stock of capital- 
instruments been differently distributed. But since capital 
accumulation essentially implies the sacrifice of present values 
for future values, it seems hard to give to such a definition much 
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concrete significance. To introduce the fact of new investment 
is to introduce a factor of change ; and with such change in the 
real world come changed costs and also changing demands (new 
wants and changed conventions). To apply dogmatically the 
postulates of a static equilibrium to such a continually moving 
situation would seem a particularly barren feat of abstraction. 
The more rapid the rate of capital accumulation, the more mean- 
ingless the abstraction. The proposition that the stable position 
for a horse is when its four feet are firmly planted on the ground 
would be remarkably little use as a basis for training Derby- 
winners. 

There seems to bo one reason in particular why a socialist 
State should observe, not one equality of net marginal 'yield, 
but an alternative rule as the principle of capital investment. 
This reason, which has been pointed out to me by Mr. Sraffa, 
is concerned with the fact of obsolescence and of uncertainties 
arising from technical innovation which waits upon a fall of 
interest-rates to bring it to birth. It is a (‘ommonplace that 
technical progress does not merely supplement existing equip- 
ment, but renders a good deal of it obsolete^ ; and consequently 
every new phase of cai)ital accumulation, resulting, as it tends 
to do, in lengthened processes of production, renders obsolete a 
large part of the older and shorter processes of production. 
Where the rate of capital accumulation is low and the length 
of life of material equipment is short, the resulting wastage is 
not serious. But when periods of very rapid ca])ital accumulation 
coincide with technical epochs in economic history (as during 
the industrial revolution; in Soviet Kussia; and possibly to a 
smaller extent in the rest of the contemporary world), the wastage 
w liich occurs from the scrapping of j)lant and of the old localised 
economic units will bo abnormally large. In an individualist 
economy it w^ould seem that tluj result of a future fall in the 
rate of interest, as the result of the growth of capital accumula- 
tion, is seldom adequately discounted by investors or entre- 
preneurs (a fact to which recurring crises may well bo witness). 
At least, such discount as is made tends to bo based on rule- 
of-thumb generalisation from the imraediat(5 past (e.g, amortisa- 
tion allowances) which docs not allow for any abnormal bursts 
of obsolescence, such as, for instance, has probably marked the 
last fifteen years. But to the extent that such changes could 
be foreseen, as they could with some approximation in a planned 
economy, it would be economical to invest in the new technical 
processes in advance of that fall in the interest-rate which would 
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later render them profitable : in other words, to violate the 
principle of equimarginal returns and api)ly a different time- 
discount to different sections of an industry and of the economic 
system, investing part of the available capital resources in ways 
which yield, not the normal interest-rate of to-day, but what 
will be the normal rate, say, ten or twenty years from now. 
The advantage would consist in the lower obsolescence and the 
longer teirn of usefulness of the plant. To take a fanciful 
example : if one did not realise that in live years’ time one 
would bo rich enough to build a palace, one might build oneself 
a house, destined later to become redundant. But if one had 
been able to forecast the windfall of five years hence, it would 
have paid one to forego the house and live in a bungalow in the 
interim, and with the difference commence to lay the foundations 
of the palace. 

This can be grax)liically illustrated in the analogy of the 
“ pursuit-curve.” A dog is situated at right angles to the path 
along which his master is bicycling. The dog is running towards 
his master, and, influenced by a simple conditioned reflex, runs 
always in the direction of his master at the given moment; 
with the result that his path in pursuit of his master is a curve. 
But if tlie dog could have acted on forethought and calculation, 
ho would have taken a straight line to the point along the path 
which his master would pre.sently reach. A planned economy, 
it would seem, should take a similar straight line towards a 
technical level of the future; and the ultimate economising of 
capital to produce a given result (or, conversely, the more rapid 
rate of technical advance financed by a givcm rate of investment) 
will be the difference in length between the straight line and 
the curve. ^ 

I am conscious that what I have said has been mainly of a 
negative order. But, as Kant observed, negative may be as 
significant as positive conclusions in setting thought on to new 
paths. Yet I do not wish to follow Kant and “ limit knowledge 
in order to make way for faith.” Planned economy will have 
its economic laws, as has laissez-faire economy; it will have its 
economic accounting find its calculation. But until we have 

^ This priiiciplo will apply, not only inside a particular iiulustry, but also 
to the structure of tho whole economic system in its balance between consump- 
tion industries and constructional trades. 'I’liis would suggest that capital in 
the latter should always be in forms with a lower capital-yield than capital in 
the former. It is interesting in this connection to note tho habit in Soviet 
economy for somo years of deliberately subsidising “ heavy industry out of 
tho profits of tho lighter finishing trades. 
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cleared the. site of debris, we cannot commence to dig founda- 
tions ; and until we have discarded the false analogies’ which 
confuse the question, economists and their analyses are likely 
to shed more obscurity than enlightenment. Interest the 
question, moreover, is not solely topical. Because of the light 
which it throws on the significance of economic concepts, the 
issue may well be a crucial one, on which the whole futurO' of 
economic theory may turn. 


Maurice Dobb 



THE PERIOD OF PRODUCTION AND INDUSTRIAL 
FLUCTUATIONS 


Prof. Hayek and other writers of the Viennese School, whose 
work represents, I believe, an important contribution to our 
understanding of certain aspects of industrial fluctuations, have 
sought to explain such fluctuations in terms of Bohm-Bawerk^s 
theory of Capital, notably in terms of variations in the length of 
the average period of production A This attempt has been freely 
criticised in details^ But, as far as I am aware, no examination 
has yet been made of the central problem whether the Bohm- 
Bawerkian categories are really applicable to short-run phenomena. 
These notes, which deal specifically with Bohm’s time-concepts, 
are intended as a contribution to such a study. 

I 

Bohm’s ^ conception of the nature of the average period of 
2)roduction and the part it plays in his theory of capital may bo 
seen from the following sumnuiry of that theory.^ 

The essential function of capital is to allow time to elapse 
between the beginning and the end of ])roductive 2)rocesses. It 
is a fact to which experience aniifly testifies that the yield of a 

^ Hayek, “Prices and Production,” London, J931. Article on “ Kapital- 
aiifzohruiig ” (Capital Consumption) in Wcltwirt.srhujtlivhas Archtv, Bd. 36, 1932. 
Among other important works on thi.s subject by Vionneso writers may bo 
montionod : JMises, Theoria dca Ochlcs nnd di r Umlauf.smittcly 2iid edition, 
Munich, 1924. Machlup, BOrsenhredit, InduMrickrcdit nnd Kapitalbildung, 
Vienna, 1932. SchifT, Kapitalbilduug und Kapitalnujzchrung, Vienna, 1933. 

* Cf. A. H. Hanson and 11. Tout, ‘‘ Investment and Saving in Business 
Cycle TJieory,” Econometricay April, 1933. 

® On Bohm-Bawnrk\s version of the theory of Capital, tlio work of Wieksoll 
and the modern Austrian School is directly based. It should bo noted, how- 
ever, that almost every element in Bdhm’s exposition is to bo found in previous 
writings; nnd ho added little except clarity to that of Carl Monger. An aiuilysis 
of the relationship between amount of capital, poriorl of production and mag- 
nitude of final precinct plays a considerable part in Jevons’s Theory of Political 
Economy y and in the second voliyne of Marx's Capital the v^arious kinds of time, 
factor — periods of production, of turn-over, of circulation, etc. — are exhaustively 
treated. For the dovolopmont of tho theory of the roundabout processes of 
production Rodberlais was responsible. 

f The principal passages in tho Ponitire Theorie des Kapitala dealing with 
the period of production are to be found on pp. 17-21, 117-121, 4th edition, 
Jena»^1921, nnd in Exkurse I, II and V. 

No. 172. — ^VOL. xuir. s s 
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given outlay of original means of production can be increased by 
the adoption of wisely chosen roundabout processes of production 
or, what is the same thing, by applying current resources to satisfy 
the needs of a more distant future. Koundabout processes of 
production is a synonym for the capitalistic structure of produc- 
tion (to be distinguished, of course, from the capitalistic organisa- 
tion of society), and capital is defined as the aggregate of the 
“ intermediate products ” which appear on the several stages of 
the roundabout journey.^ 

In this picture there is no place for the distinction between 
fixed and circulatiivg capital : all intermediate products are 
regarded as passing more or less quickly into consumers’ goods. 
An abstract grouping of existing goods of all kinds can be made 
according to distance in time from the consumer.^ Tlie main- 
tenance of this time-grouping is equivalent to the maintenance 
of capital or stationary conditions. Production becomes more 
capitalistic as the proportion of the more distant time-groups 
increases. 

An alternative index of the structure of production and 
measure of Capital per head ” — one used far more frequently 
by Bohm-Bawerk — is the average period of production. 

This concept is derived from that of the average production 
period of a single consumption good, which is the average time 
elapsing between the successive doses of original factors of pro- 
duction ^ required for the gestation of the good (including, of 
course, the original labour spent on the manufacture of macliines, 
the mining of ore, etc., ad infinitum) and its completion. A simple 
example is given.^ If the production of a commodity requires 
in all 100 days of labour, of wdnch one day w^as spent 10 years 
before completion of the commodity, another 0 years before, 
others respectively 8, 7, G, 5, 4, 3, 2 and 1 years before, while the 
remaining 90 days w'cre expended immediately before the com- 
j)letion, its average j^roduction period is 


10- ^9_ 8— 7— G— 5— 4— 3— 2— 1—0 

fob 


55 

-ioo years. 


or just over half a year. 


' Positive Theories p. 10. Whon doaling with intorest, Biilim treats capita 
ia the Jevonian manner as a Subsistence Fund. 

* Ibid., Bk. II, Ch. IV, pp. 136 s(iq. 

® In the Austrian theory of capital land and labour are conaklerod as the 
original factors of production. Bohm omits land for the sake of simplicity in 
the development of the foregoing argument. Wicksell completes Bohm’s thepry 
by introducing land, but this does not alter the argument in fundamentals. 

* Positive Theorie, p. 118. .. 
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A lengthening of the average production period does not 
necessarily mean any lengthening of the time between the first 
and last applications of resources (the absolute production period), 
but merely an increase in the proportionate expenditure of 
resources at the earlier stages, or, in other words, an increase in 
capital used.^ 

The general average* production period would be determined 
in accordance with the simple formula given above. A lengthen- 
ing of this period, which is identified with production with more 
capital per head and the adoption of more roundabout methods 
of production, was considered by Bdhm to be the normal con- 
dition of progress. For ai)art from “ inventions ** there is no 
means of increasing the consumable product of given resources 
(i.e. the national dividend) except by making them work for a 
more distant future. 


IT 

The average period of production in the above sense looks to 
the past : it is the average j)eriod betw een the beginning and the 
end of the processes by which the present output of consumption 
goods has been produced. In this sense, a change in the period 
means a change in tlie ])roportion of jiast labour working with 
present labour, which is, by the definition of capital, equal to a 
change in the amount of capital per head. The average period 
prevailing at any moment w^ould be determined by the dates 
at which the original doses of labour which have contributed 
to produce the present supply of consumption goods were applied. 

But the “ period ” is also conceived as looking to the future ^ : 
as the average period elapsing betw een the application of present 
labour and the completion of its final consumable product.® 

^ Mr. Fisher writes (Economic Joubnal, September 1933) that the general 
average production period would not necessarily be lengthened even if the average 
period of each commodity were simultaneously lengthened. This is to mo unin- 
telligible. If all the indiviilual periods are extended, thb average must also rise. 
The “ relative importance of the items whose sizes increase ” is surely irrelevant. 

* This distinction was, I believe, first drawn in an article by F. Biirkhardt 
referred to again bolov^ : “ Dio Schemata des Stationiiren KreifSlaufs boi Bbhm- 
Bawerk und Marx,” Wcltwirtschaftlichcs Archiv, Bd. 34, 1931. In a recent 
article entitled “ Capital and Fluctuations ” (to bo published shortly in Econo- 
mefnea), which I have had the opportunity of seeing in manuscript, Prof. Hayek 
distinguiskee between a completed and an iincomplotod structure of production, 
and points out very tdearly tlio conditions required for the completion of pro- 
cesses begun and for the maintenance of a stable “ structure of production.’* 
This article, which is a valuable amplification of Prof. Hayek s argument as set 
forth in Prices and Prbductiorij does not, however, touch the main problem 
with which these notes are concerned. 

* Bositive Theorie^ p. 120. 

SS2 
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Bohni writes, “ The more capitalistic production is, the smaller 
the proportion of total original resources available in a given 
year whose product is consumed in that year/’^ In this 
sense the average production period would be measured on the 
following lines : in the simple case of a tool required at a final 
stage of production (e,g, the awl of a cobbler), produced in a day 
and expected to make a uniform productive contribution for 5 
years, the average period of production in respect of the original 
factors which produced the tool would be 2\ years. 

It is this forward-looking or anticipated average period of 
production (which corresponds to Jevons’s Time of Invealment) - 
that is relevant to the theory of interest and the generalised theory 
of marginal lu’oductiviiy.^ Starting from the ])ropositions that 
the longer the })criod for which rt'sources are invested the greater 
the final product, and that with each unitary extension of this 
period there is a decline in the increment of product secured (the 
theoiy of the Mehrrgiebigkeit der Umivcge), Bohm conceived pure 
interest on capital as determined by the product of the last period- 
extension Avhich the available supply of capital renders possible. 
Capital in this context is, of course, “ capital-disposal ” or free 
capital, of which the “ real ” counterpart is the subsistence-fund.* 
The market-rate of interest regulates the production (investment) 
period, a lowering of the rate involving an extension, a raising a 
contraction of that period. But the normal (equilibrium) rate 
of interest and the production period arc both dej^endent on other 
factors. In the famous chapter of the Positive Theorie entitled 
“Der Kapitalraarkt in voller Entfaltung ” (Bk. IV, Chapter III) 
Bohm shows how, given capital (subsistence-fund) available for 
investment, numbers of workers and the relative productivity of 
their labour invested for different periods, both the length of the 

^ Positive Tlieorief p. 120. 

* Jovona, Theory oj Political Economy, 4th odition, London, 1 91 1, CIi. VII. 
I have used the tonn “ anticipated production period ” in tho following argument 
in order Iho better to einpliasiso a distinction wliich is irrelevant to tho purpose 
for which the concept of an invostrnont period is gonorully used. 

* To bo exi^t, tho rolovant time-factor is tho waiting-period {IVartczcil)- • 
t.e. the time between tho payimuit of labour and tho sale of it.s product, Tho 
standard exposition of tho role of tho time-factor in the theory of tho marginal 
productiyity of capital is that of Wicjksoll, Vorlcsunyeti iiber Nalionaloekonomic, 
Vol. I, pp. 211 sqq. 

* Tho subsistonce-fund, as conceivod by Bbhm-Bawerk, co\'or8 not only tho 
existing stock of consumption-goods which are destined for payment to tho 
original factors of production, but also the whole stock of intermediate goods, 
which are a potential source of consumption goods. Thus tho subsistonce^/und 
would allow society to “ subsist ** for a time, even if tho replacement of capital 
goods, as they turn into consumption goods, were to cease entirely. 
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production (investment) period and the rate of interest are 
simultaneously determined. 

To recapitulate the distinction which I have endeavoured 
to draw in the present section. Bohm uses the average pro- 
duction period in both of the following senses : (1) as the 
“ time ” which results from tracing the dates at which the original 
factors contributed in the past to produce the ])resent output of 
consumption goods ; and (2) as that which results from considering 
at what time in the future the product of the present stock 
of resources will emerge in consumable form. 

Ill 

For the description of “ timeless ” relationships and for the 
purpose of the general theory which deals with the slow changes 
in the time-structure of production accompanying the secular 
accumulation of capital, the distinction between these two senses 
of the average production i)eriod is of no consequence, for although 
the “ periods ” yielded by the tw'o methods of reckoning may not 
be of identical length, their behaviour will correspond. But over 
the short j)eriod this will often not be true. And I believe that 
in the anal3'sis of short-period changes confusion is inevitable 
unless the two senses ai’e clearly distinguished. 

Tn conditions other than of stationarv equilibrium the 
relations between the two senses of the average production period, 
which for the sake of convenience will heiebo calledthe anticij)ated 
and completed i)eriods, would seem to be as follows. 

A lengthening or a shortening of the liist i)eriod must always 
precede any corresponding change in the second, for new processes 
take time to complete and ])ut into o])cration, and once in opera- 
tion are not immediately abandoned when investment activitv 
declines. 

Starting from an equilibi ium i)osition, assuming the completion 
of all new processes begun, a lengthening of the anticipated period 
— which in these conditions must represent net saving — would, 
of course, be followed after a time b}" an exactly' equal lengthening 
of the completed juu'iod. And nmlotifi mvlnndin a decline in the 
former period would be eventual I3" followed by an exactly’ corre- 
sponding decline in the latter. But anticipations arc not always 
fulfilled — this, indeed, is the latent tragedy of the boom. And 
if one abandons equilibrium assumptions, the tw o average periods 
do not even necessarily follow' one another. It is quite possible 
that at the beginning of a dei)rcssion, when the anticipated period 
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rapidly contracts, the completed period might be lengthened as a 
result, first, of the completion of some of the roundabout processes 
begun during the boom, and secondly, of the increase in the 
average age of fixed capital due to the suspension or reduction of 
replacement.^ Again, at the trough of a depression the antici- 
pated period normally stands below the level necessary to maintain 
the existing processes and the capital required for these pro- 
cesses is being “ consumed.” The anticipated period can in these 
circumstances rise temporarily above the equilibrium level until 
capital has been replaced (falling thereafter to that equilibrium 
level) without initiating any lengthening of the completed period. 
Similarly, from the peak of the boom it can fall temporarily below 
the level of the prevailing completed period without instigating 
a fall ill the latter. 

In “Prices and Production” (Chs. II and 111) and elsewhere 
Prof. Hayek maintains, in brief, that through the expan- 
sion of credit the average period of proiluction is lengthened 
during the boom further than it can be permanently maintained, 
and that the crisis represents the inevitable subsequent transition 
to a shorter “ period.” It is clear from the argument developed 
above that the time-element, the fluctuations of which are 
characteristic of the trade cycle, is the anticipated find not the 
completed ])eriod. The advance in the first during the boom 
would appear to represent partly (and particularly in the early 
stages of the boom) the replacement of the cajiital required for 
the existing processes of production and partly perhaps an aitem])t 
to lengthen the roundabout processes of production. 'Jliis antici- 
pation may be falsified (1) through time-saving invention ^ and (2) 

^ Ilayok slio’vs in Iiis forthcoming nrticlo on “ Capital and Fluctuations ’* 
that the sinicturo of production must contract if “ froo capital ” declines more 
rapidly than tho need for it for the purpose of completing processes under way. 
This is, of course, not in contradiction with the abovo argument. 

* Time-saving should hero be understood not in its usual tochnoh)gi(*al sense 
(as used e.g. by Cassol), but as synonymous with capital-saving. Tn tliis sense 
an invention may bo regarded ns “ capital-saving,” from tho point of view of 
the horizontal analysis of cooilicients production, where capital is treated as 
co-ordinate with the other two factors, and as “time-saving” from tho point 
of view of the vertical (list ribution of resources as measumd by tlio “ }.)eriod of 
production.” Whether an investment wliitdi saves time in tho turnover of goods 
in a technical sense, but reejuiros mcjre capital equipment, lengthens or shortens 
tlio “ period of production ” depends on the relations between the amount of 
time saved on tho turnover, the amount of tho now capital and the stage of 
production at which it is introduced. Strictly in accordance with Bdhm’s 
general pcjsition, tho adoption of time or capital-saving inventions would have 
no effect on tho average timo-fuctor, since tho “ Ca}jital ” released by the inven- 
tion would be invested elsewhere and “ Capital per head ” left unchanged. But 
Bohm appears sometimes to have held tho opposite opinion. In the 
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as a result of the ensuing crisis. The contraction of the anticipated 
period in the depression represents perhaps the abandonment of 
some processes begun, but essentially a temporary halt in the 
secular accumulation of capital. After a long depression a short- 
ening of the completed period is likely, for time-saving invention 
will continue and the capital “ released ” remain uninvested ; and 
after a long period of investment activity it may be expected to 
expand. But short-term changes in this “ period ’’ are neither 
an essential condition nor even a characteristic feature of industrial 
fluctuations. 

TV 

In accordance witli Bohm-Bawerk’s propositions, Prof. Hayck 
identifies a short-term contraction of the period of production 
during a depression with a transition to less capitalistic (or less 
roundabout) methods (or processes) of production and also with 
a decline in “ capital per head.’’ 

It is generally agreed that the actual methods or processes by 
which commodities are continuously being produced show scarcely 
any tendency to become more direct during a depression. Prof. 
Hayck would maintain, how^ever, that “ a transition to less 
roundabout methods ” refers to the disposal of resources and not 
to the methods of production in the ordinary sense of the term. 
In the dejiression, the investment of resources in “ long ” processes 
declines and consequently the pro])ortion of total resources 
employed on “ sliort ” processes rises. ^ Production is thus said 
to become less roundabout even if there be no change in the 
technique of prodiudion. 

With the onset of a depression there will be a loss of capital 
per head in several senses. Fixed capital will fall in value owing 
to the decline in prospective quasi-rents.- Part of this fixed 

Poftitive Theories Exkiirs, 1, p. 0, for oxampio, ho points to the unciisputod fact 
of a secular increase in capital per head not only as proof of a secular lengthen- 
ing of the period, but also as an argument for the groatt?r fivc|uoiiey of time- 
incroasing than time-saving inventions. 

^ A decline in tlio Jmestment period will, of course, bo afi;oin])anied by a corre- 
sponding change in the timo structure of intomiediate goods, or, in Prof. Hayek’s 
tenninology, in the “ Structure of Production for circulating capital and tho 
labour working it up are turned into commodities at tho same timo. Put owing 
to the existence of fixed capital, tho structure of production will not contract 
08 rapidly as tho anticipated production jioriod. Tho avomgo time in which 
existing specific capital-goods (roads and bridges, locomotives, factories and so 
forth) “puss into consumers’ goods” is not likely to change appreciably over a 
short period. 

* Prof. Ilayok writes ; “ Tho best-equipped factory ... can suddenly lose its 
value as a result of changes in the price-sfructure and thus cease to be capitaV* 
Article on “ Capital Consumption,” Weltwirtschaftlkhcs Archiv, Bd. 36, 1932. 
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capital will lose its “ economic significance ” in consequence of 
misdirection of capital in the boom period, and may suffer physical 
deterioration through failure to make normal replacement. There 
will be a contraction of “ free capital or the “ subsistence fund.** 
But that there will be a loss in capital per head in the sense of 
a decrease in the proportion of past labour co-operating with 
present labour would seem to be very doubtful. How a decline 
in capital in this sense could be measured I do not pretend to 
know — the conception is, indeed, rather obscure — ^but it is 
conceivable that the common-sense criterion — ^namely, in terms 
of the physical capital equipment of the labour in employment 
— ^would be least incompatible with Bdhm-Bawerk’s general 
reasoning.^ 

To speak of a transition to less capitalistic methods when 
actual technological methods remain the same and of a loss of 
capital when capital equipment is unimpaired and capital is 
defined as the physical ‘‘ aggregate of intermediate goods,’* might 
be criticised as a perverse use of terms. This usage can, of course, 
be derived from the Positive Theorie : it is nevertheless mislead- 
ing and its justification questionable. 

In the conditions assumed by Bohm-Bawerk tliese dichotomies 
do not exists a lengthening of the “ period ” means greater 
roundaboutness both of existing methods and of methods initiated ; 
more capital per head, both more past labour and more “ sub- 
sistence fund.” To use only one of the two meanings which each 
of these concepts bears in the short-period is to suggest relation- 
ships which do not exist, 

Bdhm’s concepts were not intended for use in short-period 
analysis nor do they seem to lend themselves to it. Bohm considers 
only the secular process of capital-accumulation and never dis- 
cusses the complex implications of ca])ital loss. He elaborates his 
argument on the assumption of ecpiilibrium conditions and then 

According to tho Austrian view this loss in value is followed inevitably by a 
physical deterioration, for it will not bo profitable to maintain the old amortisa- 
tion quotas (see Sohiff, Kapitalhildung und Kapitalanfzchrung, Vienna 193.3). It 
is this physical deterioration rather than tho loss in value which is held to con- 
stitute “ Capital consumption ” in the long and modiuni run. But in the short 
run, a loss in the value of fixed capital may w'dl bo accompaniod by maintenance 
of amortisation quotas at the old scale ; and from ono crisis to another it is true 
to say of tho groat bulk of fixed capital that ’its value is mislaid rather than lost. 
This problem of the short-run measure of fixed capital, which is obscured by the 
neglect of a consistent distinction between different forms of capital, has not 
yet been dealt with satisfactorily. 

^ This is, I think, supported by his views referred to below regarding the 
effect of a forcible increase in wages on “ Capital per head ” and the period of 
production. 
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argues, at great length though not always convincingly,^ that the 
conclusions reached tally roughly with the long-run phenomena of 
real life. Whether or not this claim is justified is immaterial to the 
present argument ; what is of importance is the fact that the only 
form of capital increase which Bohm considered — namely, a greater 
roundaboutness of production due to the shift in the time-distri- 
bution of a given supply of resources — would seem to have little 
direct relevance to that which is characteristic of a normal trade- 
cycle “ boom,” in which unused resources are absorbed and tech- 
nical improvements introduced. Finally, Bohm considers only the 
relationship between successive positions of equilibrium. The 
economics of transition find no place in his system. Distinctions 
such as those which I have drawn above — between completed 
period and anticipated period, processes in operation and pro- 
cesses begun — were of no interest to him. It is this above all that 
renders any attempt to apply his concepts to the study of short- 
run fluctuations inevitably confusing. 

V 

It would seem to be imjaKssible not only to fit the phenomena 
of the trade-cycle within the categories of the theory of capital, 
but also to predict the reaction of “ capital per head ^’*or the time- 
factor ^ to any disturbance which upsets equilibrium. To the 
relatively simple question how the average production period 
normally behaves in the event of wages being held or forced above 
their equilibrium level, B5hm-Bawerk and Prof. Hayek give 
diametrically opposite replies. Bohm-Bawerk ^ considered that un- 
economically high wages lead to the lengUicnhuj of the “ period,” as 
entrepreneurs are driven to emjdoy fewer men and more machines, 
thereby increasing capital per person employed. Prof Hayek,^ 
on the other hand, argues that they normally lead to an increase 
in the relative amount of resources employed in the lower stages 

' For exaniplo, l^ohm omphasisos tho point that more capital loads to greater 
productivity only wlicn the capital investment is “ well chosen ” — a statomout 
which is clearly tautological, since “well chosen “ can hero moan nothing else 
than “ more productive.” Cf. Dirck, article entitled “Moderne Schohistik ” in 
Weltwirtschajtlichea Archiv^ Bd. 24, 1926. 

* Tho distinction botwocii anticipated and ooinpletod periods is hero 
irrelevant. 

* Article entitled “Macht oder Ookonomisches Gesetz ? ” in tho Zeitschrift 
fiir Volkswirtschajti Sozialpolitik iind \ erwaltung^ Bd. XXTII, 1914. Wicksell 
was of tho same opinion [Finanzthcoretische UntcfsucJningcnf p. 27). That 
capital per head tends to increase when a rise in wages makes capital cheap in 
comparison with labour was pointed out by Ricardo {Principles^ I. V.). 

* Article on “ Capital Consumption,” W dtwirtschaftUchea Archiv, Bd. 36, 1932. 
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of production, and thus to a shortening of the “ period.** It 
would seem, in fact, that both tendencies are likely to operate, 
though which will predominate it is impossible to determine 
a priori. The tendency towards “ more capital per head ** will 
be offset by a contraction of total production owing to the dis- 
turbance of equilibrium, this contraction tending to affect the 
“ higher ” industries (the demand for which is derived) more than 
the ‘“lower.” Further, workers thrown out of employment must 
be maintained; the money required for unemployment relief 
will, under certain conditions (depending on the elasticity of 
demand for labour), be drawn from the Subsistence fund. 

Thus Capital consumption need not be accompanied by a 
shortening of the time-factor, for “ capital per person employed ** 
need not contract. Similarly, it is doubtful whether short-term 
fluctuations can be expressed in terms of changes in the time- 
factor (the anticipated production period), which, though charac- 
teristic, do not ai)pear to he essential conditions of such fluctua- 
tions.^ A decline in the relative activity of investment industries 
might be accompanied by a lengthening of the antieij^ated period 
(e.gf. if a programme of very long-term public works were introduced 
to offset in part unemployment in “ shorter ” investment indus- 
tries, such ^s shipbuilding and mechanical engineering); again 
in an investment boom connected with the introduction of capital- 
saving inventions, the change in the “ vertical ” distribution of 
resources between investment and consumption industries might 
well be offset by a shortening of the “ longer ** processes. 

Prof. Hayek’s theory of crises is built up on the basis of a 
series of ceteris paribus propositions wdiieh, I have suggested above, 
would seem to correspond ill with the characteristic conditions 
of such fluctuations. And even if they were to correspond to 
those conditions, it would seem rash to draw conclusions from 
premisses which may be falsified by conscious human action of 
the kind just mentioned or by imiionderable psychological 
reactions. 

VJ 

It is impossible to discuss here the significance of Bohm’s use 
of the time-factor or the difficulties which the thesis that the 
lengthening of the period of jiroduction or investment is the 
normal condition of economic progress inevitably encounters.^ 

^ This statoment is not in contradiction with tho thesis that changes in the 
relative demand for investment and consumption goods are an essential element 
of trado-cycle fluctuations. 

* On this point see A. G. J3. Fisher, “ Capital and tho Growth of Know- 
ledge,*’ Economic Journal, .September 1933. 
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These questions were the subject of much controversy ^ in the 
generation following the publication of the Positive Theorie. 
Criticism turned partly on misunderstanding (this is true especially 
of certain Anglo-American critics) ; but it also arose partly from 
the defects of the central time-concept itself and from the genuine 
difficulty of fitting Bohm’s highly abstract system to the con- 
ditions of real life. For a time, interest in these matters seems 
to have died down ; but two years ago there appeared in the 
W eltwirtschaftliches Archiv an article which represents by far the 
most thorough and penetrating analysis of Bohm’s time-concepts 
yet published. This article, to which I can add nothing, I will 
merely refer to here.*- 

A few remarks on the limitations inherent in these time- 
concepts may, however, be oil'erod. 

Bohm uses the production period as an index of the “ intensity 
of capital ” or “ capital per head ” ; but the index itself cannot be 
determined. Even if it were practically possible to discover the 
times at which the original units of labour which have contributed 
to the existing stock of capital were applied, there would remain 
the insoluble theoretical problem — encountered also in the labour 
theory of value — of establishing the relative contributions made by 
these units. 

Again, the range over which this measure can be applied 
is strictly limited. 'J1ie ultimate units of labour on which the 
period of ])roduction de])ends are not com])arable over any con- 
siderable intervals of time or as between difi’erent places. The 
average period obtained by digging back into the distant past is 
in each country partly a historical accident -a country with an 
old civilisation would have a longer period ” than a new country 
with an identical industrial structure. A century ago the “ average 
period ’’ represented by a given value of capital (or, to avoid un- 
necessary difficulties, “structure of production”) would be far 
greater than to-day. 

Wicksell referred to Bdhni’s period of juoduction as a rather 
vague concept and one which cannot even l)e precisely defined.” ^ 
He uses in jweferenee Jevons’s Time of Investment or the invest- 

' Among tho moro important oriticisina in Englisli were tho following ; 
Oassol, Nature and Ncccatfili/ of Intcirsl, Lomloii, lOOIl ; Fottor, “ Tho 
Ronndabont Promssos in tho Theory of Intorost,” Quarterly Journal of 
Economics, November 1902 ; Fisher, The Rate of Interest, New York, 1907 ; Daven- 
port, Value and Distribution, Chicago, 1908, pp. 189-216; Taussig, “Capital, 
Interest and Diminishing Returns,” Quarterly Journal of Economics, May 1908. 

* F. Burkhardt, op. cit. 

* Finanztheoretische Untersuchungen, Jena, 1896, p. 30. 
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ment period, which is free from such defects. This time-concept, 
the short-period changes in which are sjmonymous with changes 
in the ‘‘ anticipated production period,” nevertheless offers 
difficulties of its own if used outside the limited field of interest 
theory. It is by its nature hypothetical, representing an average 
of anticipations which may not be realised. And its very con- 
ception postulates the fiction that the period for which invest- 
ments arc made can be anticipated. But how in fact can one 
anticipate the period for which miners or farm-labourers, for 
example, are working when the ultimate distribution of the coal 
now being raised between industrial and household uses and the 
age at which the existing stock will be slaughtered are unknown ? 
One must conclude that the best-conceived policy of maintaining 
the investment period constant would not obviate variation in 
completed investment ])eriods. 

A word may be added regarding the fallibility of the customary 
statistical criteria of changes in the investment anticipated or 
production period. 

Such changes may imply a redistribution of resources between 
industries which would be reflected in statistics of employment, 
output, etc., in the industries concemed. But they may involve 
merely shifts between longer and shorter processes in the same 
industry or industries ^ or changes in the })eriod for which certain 
industries are working, without a change in the absolute or relative 
amount of resources used. In such cases, the change in the 
period would not be reflected in statistical series relating to the 
activity of the industries concerned. 

In the case of pronounced long and medium-run fluctuations of 
the trade-cycle type it may be assumed that the investment period 
(or anticipated production period) moves in accordance with the 
customary statistical indexes ; but, as pointed out in Section III 
above, even in the medium-run it is conceivable, and in the very 
short-run it is quite ])robablc, that no such correlation may 
exist. 

Martin Hilt. 

League of Nations^ Geneva. 

* This point is made by Haborlcr in his contribution to the »Spiethoff Fost- 
gabo, Der Stand iind die ndchste Zvkunjt dcr Konjunkhirforwhung, Mlinchon, 1933, 
pp. 98, 99. 



THE CONCEPT OF THE LENGTH OF THE 
PERIOD OF PRODUCTION 


It is now over two years since Mr. Keynes published A 
Treatise on Money ; and in that time he has had to face severe 
criticism and competition from Dr. Hayek, Dr. Haberler, and 
their friends at the London School of Economics. This paper 
is intended to provide a background for the alternative theory 
propounded by Mr. Keynes’ critics. In that theory there bulk 
large the concepts of “ the length of the period of production,” 
“ the length of the productive process,” “ more or less round- 
about methods of production ” ; but the reader will search in 
•iTOin for a precise definition of these notions. It is the purpose 
of this piiper to supply his need. It will provide (1) an exact 
definition of the length of the period of production, (2) a formula 
for the cost of a commodity in which tlie length of the period of 
production appears explicitly, (3) a formula expressing the 
relationship wliich holds between the rate of interest and the 
length of the period of production ; and will attempt finally to 
distinguish between those situations to which the concept can 
and those to which it cannot usefully bo applied. 

Certain assumptions and limitations must bo set out first. 

{a) We shall be concerned only with consumers’ goods. By 
these I mean all gooda, whatever their durability, which are 
for the enjoyment of the ultimate consumer, and no others. 
From tliis it is a natural corollary that we may abstract from the 
number of times a commodity changes hands during the process 
of production, which will bo assumed to be completely integrated. 

(b) I sliall assume tliat the community’s proptu’ty at any time 
c^n be reduced to the property existing at any previous time and 
the organised labour applied to it in the interval; and shall 
then mak(5 the further simplifying assumption that if the previous 
time be elioscii far enough back, the ])roperty then existing may 
be ignored. For it would seem reasonable to su]3pose that light 
can be thrown on the economic organisation of a country to-day 
even if we neglect the w'ealth possessed by its inhabitants in 
1250 B.c. In the language of classical economics, I shall abstract 
from “ land ” and replace the concept of “ capital ” with that 
of ‘‘ organisation of labour.” As an illustpJjt’on, the ])hraso 
“ different proportions of labour and capital 1 bo superseded 
by “ different organisations of labour.” In short, the argument 
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will be stated in Jberms more sympathetic to a labour-theory of 
value than to t&e classical scheme. 

Since, as will appear mbfe clearly later, to each organisa- 
tion of labour corresponds a definite length of the peripd of 
production, the latter concept cannot be defined with reference 
to a progressive community where the organisation of labour is 
continually changing. The analysis which follows must there- 
fore be interpreted with reference to a community whose technical 
knowledge remains unchanged though its population need not be 
constant. 

We are now in a position to proceed to our definitions. 

(1) For convenience I shall speak of a particular consumers* 
good, the Chocolate. 

(2) A Unit of Labovr is defined as equal to a unit of po})ulation 
{i.e.j one man) multiplied by a unit of time. This involves 
either assuming that all men are equally remunerated for equally 
valuable work, or else reckoning an entrepreneur who receives 
n times the remuneration of an iinsldlled labourer to bo equal to 
n units of population. The reader may choose for himself the 
construction ho prefers. As wo have decided to ignore payments 
for original and indestructible factors of production such as land, 
the expenses of production can be resolved into payments to 
labour and the interest on them that accumulates between the 
time when the payments are made and the time that the article 
is finished and sold. 

(3) B = The Length of the Period of Production^ and 
L = Total Labour Cost of a Chocolate 

may bo defined as follows : ^ 

Let V be the number of men working per unit of time at time 
^ — a: on a cliocolatc finished at time t. Then u e have by definition 

i Vxdx 

L = L Vdx and B = 

I Vdx 

B may thus be described as the “ average delay period ** betwe(;n 
the time when the labour was expended and the time when the 
finished chocolate emerged from the productive process.^ 

^ For thin dofiiiition I am indobtotl l(i ProfoHHor J. B. S. Halduno. 

* Wo havo Iioro d(*finod tlio longth of tho porioil of production for a particiiliir 
CMjminodity. An expression for 7/, tho (avorugo) length of th(i^.poriod of production 
over tho whole of industry, (;an bo obtained by constructing a suitable index- 
numbop from tho values . . . found for tho indivi<lual commodities. 

Philosophers who wish to attach some “ real meaning ” to this construction am 
likely to be disappointed; but it will havo tho convenience, 4tt8 well as tho limita- 
tions, of any statistical average. 
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Each value of V Represents a particulav organisation of 
labour; and it may bo well to add in explanation that if, in a 
unit of time at time X, B men are employed on a machine which 

helps tp make N chocolates, then we regard ^ units of labour as 

having been expended on each of these chocolates at time X, 
Since the opinion is widely hold among economists that the 
length of the period of production is a meaningless concept, or 
at least that, because it depends on a reduction of existing capital 
to past labour, it must necessarily be infinite, I give here an 
example of how my definitions work out for a particular value of F. 



3 

Apart from the discontinuity at x ~ such a curve would 

not be wholly unrealistic wlu»ro prodiurtioii Avas carried on under 
conditions of large initial expenditure on fixed ca])ital and high 
retail costs. B may be thought of as the point wlien tlie actual 
decision to make the chocolate was taken, though labour which 
would facilitate its production had already been ex2)endcd. It 
is justifiable to draw the left-hand purlion of the curve as I have 
done because (a) the longer the time since any particular unit 
of labour was expended the greater the chance that the particular 
form in Avhieli it was embodied (e.f/., a machine or factory) will 
have perished, the greater the number of chocolates whose 
production it will have facilitated, and so the smaller the cost 
which must bo allotted to each one on its account. 

Now, V is positive for any finite value of x, so that labour 
expended any finite time ago, how- ever large, does make some 
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contribution to the finished chocolate. But that does not mean 
that the length of the period of production must bo infinite. 

A/ 2\ 

Actually, on my definitions we have iy = — flS — -j and R 

approximately equal to sixteen months, if wo take the unit of 
time to be a year.^ The point to bo borne in mind is that R 
is essentially a weighted average, and not a range. It is, however, 
probable that my R is just half what most economists mean when 
they speak of the length of the period of production. For if work 

is begun on a chocolate at time i — x and — men are kept steadily 

X 

at work on it until it is finished at time t, then on my definition 
the length of the period of production (average delay interval) 
X 

will not be X, but -y. 

We can now proceed to find a formula for the cost of production 
of a chocolate. 

Let 0 ) be the cost to the entrepreneur of a chocolate finished 
at time ^ 

Let W bo the time-rate of wages. 

Let I bo the rate of interest. Simple interest will bo assumed ; 
this is both easier to u ork with and, for all save very large values 
of i?, a closer approximation to real life than the assumption of 
most mathematical economists that interest is continuously com- 
pounded. 

Then, on account of the V units of labour expended on the 
chocolate in a unit of time at time t ~ x, the entrepreneur will 
incur a cost of 

WV{} +Ix). 

We have, therefore, 

OJ = wj" Vdx H- WI j” Vxdx 
= WL{} -\-Rl). ! . . . . . (1) 

for by onr definition, s above 

Vdx L and Vxdx ^ LR. 

But the entrepreneur will always, for any rate of interest, 

' Fo'' r^{3 !- aiinr(j: - and ^ 

fM*,, , • , ,,, , Al„. , 8\ , /-"SU, 9,4 

j 4 I -I- and I • 
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chooso that organisation of labour which will minimise his cost ; 

that is, we must have = 0. 

oK 

But %,.wLi + n'’hv + m) 


and so wc have 


(IL 1 

dli 1 + JU 


This tells us that is negative if 1 is positive —which means 

that entrepreneurs will not pay a positive rate of interest unless 
more capitalistic methods of production yield a saving in labour 
cost- -and that its value is small compared with L. 

But in order that equation (2) shall yield a position of minimum 

cost, we must also have positive for — 0. 

n .ft 

and for ^ — 0, 1 + if/ = — j equation (2) 

Hcnco for - 0, ^ 

Thus, since is ncgativ«>, will bo liositivc for = 0 if 


,<PL udL\^ 


. . . . (3) 


But this is the coiulition that the benefits derived from more 
capitalistic methods of production shall obey a Law of Diminish- 
ing Return. For we may regard y as a measure of productivity 


per head. .Then the required condition is that should 


be negative. 


d^ (1\ _ 2 /dL\- _ IjPL 

dif-V/J “ jAdli) ■ i/'* dif^ 

which is negative when ■ 

From our fundamental equations we can deduce that, provided 
the benefits derived from more capitalistic methods of production 
No. 172 .^vol. xun. , tt 
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obey a law of diminishing return, the lower the rate of interest, 
the longer will ho the period of production 

For equation (2) can be rewritten in the form 




Differentiating this with respect to E, we get 

1 <n KdR) dE^ , , 
PdR~ /^\* ’ 

KdRj 


or 


(U __ 
dR~ 


[\lRj 

\dR) 




which is negative by equation (3). 

Jt will be found also, as we should ox])ect, that the 
proportionate ehaiigo in the cost of a com modi ty due to a change 
in the rate of interest will be larger the longer its period of 
production. 

dw ?M) , do) (IR 


But 1-^^, iK and from ecpiation (1) ~ - - ir/>/^, 


dit) 


WLR. 


Thus the change Soj in cost due to a change 8/ in the rate of 
interest will be ecpial to IVLR8/, Hen(*e the proportionate 
, . IILRSI 

ol,.nso,» II'VTH Jtf) 

8/ 


J + 


which increas(\s with R. 

Thus, provided more eai)italistic metiiods of ])roduction 
yield a saving in labour cost, a fall in the rate of interest will 
be likely to encourage not only the introduction of more 
roundabout metiiods of ])roduction, but also a shift of resources 
i;o the production of those commodities whose period of produc- 
tion is com])aratively long. 

Those wlm are more accustomed to think in terms of 
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“ capital per head ** than of the length of the period of production 
should exercise caution in translating my results into their own 
language. The term “ capital ” is capable of bearing more than 
one meaning, but will here be used as equivalent to those 
producers* goods and unfinished goods (which for our purposes 
can all bo lumped together as unfinished (ionsiiincrs* goods) 
which the community possesses. It is then true that the longer 
the period of production the greater will be ca])ital per head, but 
the exact relation between them depends on the units in which 
the latter concept is measured. If in time-labour units so that 
** the total quantity of capital means, first and foremost, the 
amount of past labour ineor]3orated in all forms of capital goods,’* ^ 
capital per head will, in a stationary community, bo equal to 
the length of the period of production. But if caj)ital is to be 
measured in moiuy-units, so that it means the total money 
payments to the factors of production in respect of the com- 
munity’s capital, then, in a stationary state, capital per head 
will be equal to 

for allowance must be made for interest as well as for wages. 

The difiiculty of establishing any simple correspondence 
between the terminologies for more general conditions arises 
from the fact that the length of the ])eriod of i)roduction is a 
function solely of the way in which industry is organised, whereas 
oven in an unprogres.sive society the amount of capital per head 
will depend also on the rate of increase of the population. For 
the new population (over and above those needed to replace the 
dead and the superannuated) will for some time be contributing 
solely to the community’s Capital, and not at all to the flow 
of Consumers’ Goods on to the market. And in a progressive 
community the correspondence fails altogether. For while ue 
may imagine that it would bo still possible to measure the volume 
of capital per head, yet, as we saw above, in a progressive society 
the organisation of industry is irontiiiually changing (that, indeed, 
is what economic progress necessarily implies), and so to talk 

* Victor Edolborg, “ Tlio Ricardian Theory of Profifs," Kronoifu'ca, FoI)riinry 
1033, p. f>4. See the whole article for a full discussion on this point. 

“ The proof of this theorem is too long to be given hero. M{x) is the function 
given by the conditions M(») - = O, M"(x) P, from which it follows 

that M{0) - LR and M'{0) - L. If wo choose that value for V such that 

work is begun on a chocolate at time t ~ 2/?, and men an' koi)l steadily working 

on it till it is finished at time /, then capital per liead will be equal to Wll( 1 -h ?JU) . 

TT 2 
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about the length of the period of production would, on our 
definitions, be quite meaningless. 

In general, it must always be remembered that the formulae 
above were obtained on the assumption that the rate of interest 
remained unchanged during the production process. They are 
therefore applicable only to the analysis of equilibrium positions ; 
and are helpful when discussing transition periods merely in so 
far as it may bo well when planning a journey to know both your 
destination and yolir starting-point. It has sometimes appeared 
as though Mr. Keynes were discussing times of change without 
reference to the positions between which the change was occurring ; 
while his critics have committed the opposite and perhaps more 
grievous error of assuming that change takes place automatically. 
Any alteration in the rate of interest tends to cause one organisa- 
tion of labour to supersede another; and the process is likely 
to encounter some severe frictions wdiich may have undesirable 
results. In an unprogressivo society the rate of interest would 
bo determined by the community’s thrift habits and its law of 
population growth, and would be extremely unlikely to remain 
constant long ; wdiile in a progressive country the situation would 
bo still further confused by the desire of entrepreneurs to borrow 
in order to install the latest inventions. Correct theory is more 
complicated than is generally supposed, for it is probable that 
business cycles arise out of the natural process of change. It 
is therefore particularly important that no misunderstanding 
should arise over the meaning of fundamental concepts. 

C. H. r. Gifford 



THE ECONOMIC LEGISLATION OF THE 73iid CONGRESS 
(1st SESSION),! 1933 

I 

Only a realisation of the extent to which President Roosevelt 
has cast his lot with the little man — the farmer, the debtor, and 
the worker — makes the legislation passed by the last (73rd) 
Congress comprehensible. The plan of the Administration as 
embodied in the Agricultural Adjustment (Farm) Act and the 
National Industrial Recovery Act is to raise jmces not by an active 
monetary policy — contrary to popular opinion, monetary policy 
was to play a passive role — but by providing the favoured classes 
with additional purchasing power. The farmers are the group to 
benefit from the Farm Act, which proposes to curtail production 
by taxing consumers twice : once to obtain revenue to reward the 
farmer for curtailing production, and tlien by paying the higher 
prices that follow in the wake of curtailed production. The 
workers arc the group to benefit from the introduction of a high 
wage policy as provided in the Recovery Act, and through relief 
expenditures (including ])ublic works) as provided in the Recovery 
and Relief Acts. Inflation, which is usually profitable to the 
business man, in part because it offers an opportunity to exploit 
the worker, is now to be a process by which the worker exploits 
other classes, the antici])ation being that prices are not to rise so 
much as wages or so soon. Higher prices are the final step con- 
temjilated, giving the fanners and other debtors additional relief. 
Another favoured class, the unprotected investor, benefits from 
the Security Act, w^hich requires full information from those who 
issue securities and provides for recovery of losses where mis- 
leading statements are made and criminal action where fraud is 
committed ; while the small depositor profits from the Banldng 
Act, w^hich favours him as against the large depositor, and, in 
addition, protects depositors as a group. The Railroad Act 
(Emergency Railroad Transportation Act, 1933), which might at 
first sight seem legislation for the benefit of big business, is scarcely 
that. Although its main purpose is to reduce the cost of operating 

^ This article is part of a larger plan to study the Process of Inflation which 
I am undertaking with the help of the Harvard University Comniittoo on Research 
in the Social Sciences. 
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railroads, its tenor is that wherever there is conflict between 
economy and the interest of labour, the latter emerges victorious ; 
no action is to be taken, for example, which deprives workers of 
their jobs or leaves them in a worse position.^ 

For the past few months (May-August, 1933) the Administra- 
tion has evinced a strong interest in the movement to raise prices. 
But the Democratic Platform, in proposing a “ sound and ade- 
quate currency,” whatever that phrase may mean, had not been 
clearly in favour of inflation in 1932 ; and the Emergency Banking 
Act, approved early in March 1933, which offered an unparalleled 
opportunity to stop the decline of prices, was in a sense a bold 
piece of deflationary legislation, for its administration provided 
at one stroke for the closing of banks with about 5 billions of 
deposits, and limitations on withdrawals from other institutions 
holding perhaps 10 billions more. The economy proposals which 
followed (again in March) were certainly anything but inflationary 
in their intent.^ It is clear that the attitude of the Administration 
towards inflation was completely Jiltercd in a period of about six 
weeks. Of course, the Emergency Banking Act (An Act to 
Provide Relief in the Existing National Emergency in Banking 
and for other Purposes: Public No. 1 — approved March 9), in 
putting the stamp of Governmental aj)proval upon the banks 
licensed to reopen, and in offering additional facilities for borrow- 
ing to these institutions and thus re-establishing confidence in 
them, was to that extent an inflationary measure. But the 
Government allowed billions of dollars of deposits to be destroyed 
when a government guarantee, which would probably have cost 
comparatively little at that time, could have made possible their 

‘ Tlio Railroad Rrotherhood put iimcli prossuio on Congross to introduce 
these protective provisions. C/.6'. Daihf, Alay 27, to June 3, 1033. Hearings 
House Interstate and Foreign Commerce (73 : 1), 1933, pi>. 69-74, Public, No. 68 — 
to relieve the existing national emergency in relation to interstate railroad tranfi- 
portation, etc., ospcj-ially sections 7 (a, 6, c) and 9. 

- In House Report No. 1 (Maintonaiice of Credit of tho United States) issued 
on March 11, 1933, tho arguinorits for the economy proposals are lucidly pre- 
sented. For tho fiscal years 1931-3 the deficits were approximatoly 4 billions, 
and tlio ostiinated (hificit for 1934 promise-s to Ijo nn additional billion unless 
speedy action is taken. The Commit teo on Economy unjustifiably points to 
tho increase within a period of several months of tho rate on Treasury bills from 
I/IO of one per cent, to 4] per cent, on March 6, as an indication of tho depths 
to which Covernmont cnMlit had fallen. Of course it was nothing of tho kind, 
but was merely, or very largely, a reflection of tlio demoralisation caused by the 
bank holidays. What was particularly worrying tho Administration, apparently, 
was the'nocd of ro-financing several billions of securities falling duo in tho course 
of tho year. It is significant that at this time tho Committoo argued that sub- 
stantial retrenchment was necessary to prevent a “ vicious uncontrolled in- 
flation.” 
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continued use. In what manner could a few hundred millions 
have been spent more effectively than by dispelling the doubts 
current concerning our banks, and thereby infusing activity into 
40 billions of deposits? Perhaps even the economy proposals,^ 
which required drastic curtailment in government expenditures, 
may be considered inflationary in their effects, because they 
strengthened the credit of the Government and thus made possible 
the issue under favourable conditions of billions of securities 
required under the recovery programme.^ Yet it seems rather 
absurd for the Government to discharge thousands of employees 
and reduce the pay of the remainder at the same time that it 
provides relief expenditures and j)ublic works to take care of the 
needy, and even requires of local governments a balanced budget 
as a condition for obtaining federal funds for public works, and 
also requires of private industry increased expenditures. 

Among the impoitant Acts passed by the 73rd Congress, I 
shall consider in particular the following. (1) the Banking Act 
of 1933, Joint llesolution No. 10 (the Abrogation of the Gold 
Clause), (2) the Agricultural Adjustment Act, (3) The National 
Industrial Recovery Act, (4) The Emergency Transportation Act 
of 1933, and (5) tlie Security Act. 

Certain other Acts of some importance cannot be dismissed 
without a few remarks. Public No. 3 (to provide revenue by 
taxation of certain non-intoxicating liquor, and for other pur- 
poses), Public No. 5 (for the relief of unemployment through the 
performance of useful public work, and for other purposes — the 
forestry public works legislation), Public No. 15 (Federal Emergency 
Relief Act of 1933), Public No. 30 (for the establishment of a 
national employment system and for co-operation with the states), 
and Public No. 1 7 (to improve the navigability and provide for the 
flood control of the Tennessee River ; to ])rovide for reforestation 
and the proper use of marginal lands in the Tennessee Valley ; to 
provide for the agricultural and industrial development of said 
valley, etc.) these may all be considered together, being all part 
of the programme for increasing employment. The Beer Act 

1 Public No. 2, 7.3r(l Congress, .An Act to Maintnin tho Credit of llio United 
States Oovornment (approved March 16, 1933). -Also see Public Nos. 77 and 78 
(the Fourth Deficiency Act and tho Independent OlHces Appropriation Act, 
both approved on June 16) and House Report No. 61 on Independent Offices 
Appropriation Bill (73 : 1), approved May 21, 1933. 

* The President justified his economy proposals on tho grounds that it was 
necessary to borrow largo sums, and, therefore, the re-establishmont of confidence 
in government finances was necessary. 

Hearings House Banking and Currency Committco (73 : 1), Unemployment 
Belief, p. 78. 
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(No. 3) is in its effects similar to public works, for it tends to 
encourage enterprise by a public measure which stimulates con- 
sumption, and therefore employment ; and this measure is especi- 
ally effective, because the consumption can only be satisfied through 
the construction of new plant and the production of now supplies 
of consumers* goods. The Forestry measure is clearly one for 
increasing employment through public works in a manner quite 
effective in view of the expenditures involved.^ The Tennessee 
Project (Muscle Shoals) is both a public work and at the same time 
an attempt to compete with private enterprise; part of the 
additional gain in employment may be at the expense of reducing 
employment in private fertiliser and public utility companies. 

The Relief Act (No. 15) appropriated 500 millions for the 
purpose of extending direct relief to states. Sponsors of this 
legislation supported it on humanitarian grounds, not because 
of the possible effects on the volume of purchasing power, prices 
and the like. Its op])oiients emphasised the strain on the borrow- 
ing powers of the Government, the unfairness of requiring some 
sections of the country to subsidise otliers and the folly of convert- 
ing the R.F.C. from a lending to a spending agency, thus giving a 
misleading impression of the budgetary situation, and usurping 
the authority of the Appropriation Committee of the House.^ 

II 

The Banking Act of 1933 is one of the most important laws 
passed at the recent session of Cvongress. But in many respects 
it is not consistent with the legislative programme of the Adminis- 
tration. Even since 1928 the Federal Reserve System has 
been held censurable because of its failure to stop the speculative 
boom of 1928-29. The new Act, largely the work of that stern 
deflationist, iSenator Glass, is deflationary in spirit because it is 
an attempt to prevent the recurrence of the speculative booTu of 
1927-29; but the j)assage of time, which has considerably dulled 
the fear of inflation, has also contributed to the elimination of 
some of the harsh deflationary provisions embodied in the early 
drafts of this Bill.^ The Act is at once an avowal of dissatisfaction 
with the manner in which the Federal Reserve Act has operated 
in recent years and at the same time an echo of the radical Bryan 

^ HouBe Report Xo. 1.3 (73 : 1) on UneniK^I^Qiifrnent Relief , ©specially pp. 1-2. 

* Hearings House Cominitt(50 on Rantd|^iand Currency (73 : 1) Unemploy- 
ment Reliefs especially pp. 7-11, 17 18, 23-6, 44-9, 77 -8; also see House Report 
No. 46 and 46a on Unemployment Rduf. 

* Earlier versions of this Bill are discussed in 8. E. Harris . . . Twenty 
Years of Federal Reserve Poliryf Chapter XLIir. 
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element in the Democratic Party which in 1913 clamoured for 
(1) a guarantee of bank deposits, (2) a strong and powerful central 
board at the head of the System, representing the interests of the 
public, and (3) the encouragement of commercial as against 
speculative banking.^ 

The guarantee of bank deposits, a plan to which Senator Glass 
was anything but sympathetic, was added at a relatively late 
stage ; this part of the Act has aroused the greatest interest in the 
United States as well as the most violent protests. The law 
provides for the formation of a corporation which is to insiire the 
deposits of all banks that qualify as to their present capacity to 
meet all obligations, its initial capital to be provided roughly in 
equal parts by the Government, the participating banks and the 
Federal Reserve banks. Temporarily the non-member banks, if 
they meet the test of solvency, are eligible to subscribe to the 
capital of this corporation; but it is hoped that the result of 
excluding non-members ultimately will be to drive them into the 
System, thus improving the standards of banking in the country. 
The guarantee proviso is the important addition to the earlier 
drafts, and one consistent with the programme of the Administra- 
tion. The remainder of the Act follows, with the deflationary 
features somewhat diluted, the Bill that Senator Glass had tried for 
several years to have enacted. 

Like the farm allotment plan, the deposit guarantee helps 
in particular the farmers and the industries subsidiary to 
farming in the West and South. Bad banking for the most 
part has been indigenous to the South and West ; the numerous 
bank failures in those parts of the country have been the result 
not only of the unfortunate decline in prices of farm products, 
but also of the excessive number of banks and their loose practices. 
With the decline of agricultural prices stoi)i)ed, wo may hope that 
one obstacle to normal banking in farm communities has been 
removed; but it is too much to anticipate that a guarantee of 
deposits, in removing one of the most important checks on bad 
banking, will improve the quality of banking in these sections of 
the country. If bank failures continue to be relatively frequent 
in agricultural sections, the other sections will pay the cost of this 
experiment because their banks arc generally sounder. 

That the weak should be made stronger by making the strong 
weaker is not particularly desirable in banldng. That was made 
abundantly clear in the weelts preceding the bank crisis of March, 

' Sonalo Report No 77 (73 : 1) on Operation of National and Federal Reserve 
Banking Systems^ ospocially pj). 3 -5, 11-12. 
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when the continued support of banking institutions in the econo- 
mically weak sections of the country led to a continuous move- 
ment of cash to these sections, with the I'esult that the stronger 
banks there accumulated large surpluses of cash which they 
redeposited in the East; and later, when epidemics of bank 
failures broke out in the West and South, these banks, by with- 
drawing cash deposited in Eastern institutions, forced the banks 
in the East to close. Furthermore, open -market operations, 
unless they are on a fantastic scale, cannot strengthen the weak 
banks losing deposits (cash), sufficiently to prevent large numbers 
of failures ; and long before they attain the objective of stopping 
failures and re-establishing confidence other banks located in the 
distressed areas find themselves with embarrassingly large 
amounts of cash. Direct advances by the Reconstruction Finance 
Corporation or the reserve banks are a more justifiable method of 
meeting this particular situation ; but, on the other hand, 
the process of borrowing by the R.F.C. drains the strong banks 
in the East of their cash, and thus causes additional trouble, 
since the securities sold by the R.F.C. are sold largely to Eastern 
subscribers, where the wealth is largely concentrated. 

Not only is the East forced to pay a disproportionate part of 
the expenses of this experiment, but the protection offered the 
depositors of Eastern banks under the guarantee established in 
the Banking Act is less than that offered to depositors in general. 
Deposits up to 10,000 dollars arc fully insured; but a large 
depositor can have his first 10,000 dollars insured fully, the next 
40,000 dollars insured 75 per cent, and the remainder 50 per cent. 

Here again the fanners and the small depositors are given 
support rather than the large depositors, who are more largcl}" 
concentrated in the East. The result of tliis ])rovision is likely to 
be a movement of (lej)osits to smaller banks, for depositors, in 
order to get the maximum protection, will divide their accounts 
among numerous banks ; thus, withdrawals of deposits will bo 
suffered by those banks that have been especially successful in 
protecting their depositors. 

Numerous ])rovisions in the Act arc obviously attempts to 
guard against a recurrence of the speculative madness })receding 
the collapse of 1 929. During most of the period when sj)eculation 
was rampant the reserve authorities took the position that it was 
possible to identify the dollars borrowed from the reserve banks, 
and therefore they could demand that the banks should refrain 
from making speculative loans while indebted to reserve banks ; 
but in the Act now under consideration the extreme position is 
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taken that the authority of reserve banks extends to the control 
of the entire investment policy of the member banks regardless 
of the source from which funds are obtained. A large part of the 
Act is devoted to the problem of eradicating abuses that have 
crept into our banking system as a result of the increasing control 
by holding companies of banks and the frequent affiliation of 
banks with security companies.^ 

Throughout the Banking Act of 1933, large additional powers 
are bestowed upon the Federal Keserve Board ; thus the political 
control of the System, which lias from the very beginning tended 
to grow, is strengthened, for the Board is the link with Congress 
and, through the Secretary of the Treasury and the Comptroller of 
the Currency, with the Administration. It may be added, how- 
ever, that the authority of the Treasury is reduced in some 
respects. In addition to the increased authority over the 
speculative use of credit, the control by the Board of open -market 
operations is considerably increased. The Board is to make 
recommendations concerning open-market operations and is to 
approve the decisions of the Open-Market Committee, the 
reorganisation of which in 1929-30 (now given the sanction of 
law) was a blow^ to the prestige of the New York Reserve Banlv 
as well as a reprimand for having initiated the disastrous open- 
market operations of 1927. I'lie objective of open-market 
operations is also clearly defined in the Act, for the first time. 
And, lastly, the Board, in order to prevent agi’eements similar 
to those entered into with foreign central banks in 1927, is given 
absolute control over such negotiations. 

In these various provisions — to protect the small depositor 
and in particular the small banks, to helj) the farm sections, to 
reduce the prestige of the New York Bank and the reserve banks 
in general, to make more difficult agreements with foreign banks 
and to preserve the banking resources of the country for the 
commercial and agiicultural rather than speculative or investment 
purposes — the suppoi tcrs of the Banking Act of 1933 adhei’e to 
the broad lines of j^olicy of the Democratic party. A nationalistic 
policy is assured; political control of the System, be it to assure 
the success of the inflationary provisions in the Farm Act or to 
prevent a recurrence of a stock market boom, is also provided for. 
On the other hand, the deflationary features seem incom])atible 
with the rest of the Roosevelt programme. Yet, it may be 
argued, that in so far as the Act imposes checks on inflation, it 
serves to prevent an orgy of inflation such as is followed by a 
^ Senate Report No. 77, pp. 10-12. 
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prolonged period of falling prices : inflation would not now be 
necessary if deflation had not followed the inflation of 1927-29. 

Ill 

The joint resolution by which Congress abrogated the gold 
clause in past contracts and prohibits its use in future contracts, 
Public Kcsolution No. 10 (approved June 5, 1933),^ is consistent 
both with the concern that the administration has steadfastly 
shown for the debtor classes, with the solicitude of the President 
for a balanced Budget, and with the expressed desire to raise 
prices. Long-term obligations in the United States quite generally 
contain a provision calling for payments in gold dollars of a 
specified weight and fineness. The possibility of devaluation, 
the actuality of a premium on gold and the restrictions on its use 
called, it seemed to the Administration, for some action to protect 
debtors. This resolution by legalising the payment dollar for 
dollar in paper dollars on obligations stqnilating payment in gold 
dollars reduces the demand for money required to meet payments 
of debt, and thus is consistent with the declared intention of 
Congress to reduce the value of the dollar. In passing this legisla- 
tion, Congress had declared that it was necessary to abrogate the 
gold clause in order to exercise its constitutional prerogative of 
borrowing for the performance of necessary functions and of 
regulating the value of money and of fulfilling its declared policy 
of reducing the value of the dollar. If securities issued in the past 
were redeemable in gold, an issue of new securities by the U.S. 
Treasury payable in pa])cr dollars would encounter difficulties. 
Congress could not divest itself of its sovereign rights to legislate 
in the interest of the public merely because contracts had been 
made in the past by the Government which, though consistent 
with the public interest when made, were no longer so ; and the 
Constitution does not j^rohibit the violation of contracts by 
Congress. 2 

^ The attitude of Congrosg is found in Public Hosolution Nos. 10-73d. Con- 
gress (H. J. lies. 192, Joint Hosolution to assure the uniform v.iluo to the coins 
and currencies of the United States) and from tho Soriato Keport (No. 99) on 
S. J. Resolution 66 and House Report (No. 169) on H. J. Resolution 192. 

* House Report No. 169 ; “ Those gold clauses render iiioflbctivo the power 
of tho Covornniont to create a currency and dotermino tho value thereof. . . . 
Tn the light of this situation, twp^phonomena wJiich have developed during the 
present omergonoy moke the enreroement of tho gold claiisc^s incompatible with 
the public interest. The first is the tendency which has developed internally to 
hoard gold ; the second is tho tendency for capital to leave the country. . . . 

“ There can be no substantial question as to tho constitutional power of tho 
Congress to make this legislation applicable to all obligations, public and private, 
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IV 

The Agricultural Adjustment Act, which was approved by the 
President on May 12, 1933, is of the first importance. It is an 
Act to relieve the existing national economic emergency by 
increasing agricultural purchasing power, to raise revenue for 
extraordinary expenses incurred by reason of such emergency, to 
provide emergency relief with respect to agricultural indebtedness, 
to provide for the orderly liquidation of joint stock banks, and for 
other purposes.” It is declared “ that the present acute economic 
emergency being in part the consequence of a severe and increasing 
disparity between the prices of agricultural and other commodities, 
which disparity has largely destroyed the jmrehasing power of 
farmers for industrial products,” the enactment of title I of the 
Act, the object of which is to raise farm prices to their pre-War 
parity, is declared imperative. Also, it is the declared policy of 
Congress “ to establish and maintain such balance between the 
production and consumption of agricultural commodities, and 
such marketing conditions therefor, as will re-establish prices to 
farmers at a level that will give agricultural commodities apurchas- 
ing power with respect to articles that farmers buy, equivalent to 
the purchasing power in the base period.” The base period is 
defined for most commodities to be August 1900 to July 1914. 
It is stipulated, however, in the same section (2) that the correc- 
tion is to be effecied gradually, having in mind the current con- 
sumptive demand. Finally, the consumer’s interest is to be 
protected “ by readjusting farm production at such level as will 
not increase the percentage of the consumer’s retail expenditures 
for agricultural commodities, or products derived therefrom, 
which is returned to tlie farmer, above the percentage which was 
returned to the farmer in the pre-War period, August 1909 to 
July 1914.” 

The first title of the A.A. Act, which aims to raise the prices 
received by farmers, is quite consistent witli the desire of the 
Administration to raise prices, and particularly to improve the 
status of the farmer. The legislation may in some respects be 


both past and future. The power of Congress to issue a ciirrency and determine 
the value thereof and to provide for tlie borrowing of funds by tlio Government 
is express and undoubted. Contracts of private individuals, past or future, aro 
valid and enforceable only in so for as they |Jp not conflict with public policy 
as enumerated by Congress in the exercise of iW constitutional powers. . . . Nor 
does the fact that outstanding obligations of the Government are expressed as 
payable in gold coin impose a limitation, under the circumstances obtaining, 
upon the exercise of powers conferred by the Constitution.** 
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justified by the use of the same frguments that would justify a 
progi*amme of public works financed by borrowing : it is an 
attempt to transfer purchasing power from those who have been 
hit relatively little by the depression, to the farmers who have 
suffered severely ; it is an attempt, or may be so construed, to 
transfer money from those who have it and won’t spend it to those 
who would almost certainly spend it if they had it.^ Therefore 
both on social and economic grounds the parity plan may be 
justified in so far as the relatively well off are thus adversely 
affected in the fiist instance. But one qualification is necessary 
Q.t this point, namely, that an important part of the additional 
receipts thus received by the farmers may not be si)ent on con- 
sumption goods at all or oven for capital goods, but would make it 
possible for the farmers to meet their obligations on mortgages and 
to some extent on taxes. In so far as payments on mortgages are 
thus increased, the initial effect would merely 1)C to release iunds 
of insurance comjjanies and other holders of mortgages, which, 
though these released funds may ultimately jaovide industry with 
additional funds, for the time [)ciug may have the effect of taking 
money away from ])otential consumers of goods and giving it to 
farm creditors who might use it merely to strengthen their cash 
position or bid up the price of gilt-edge securities. But I hasten 
to add that to the extent that farmers arc kci)t on the farms by 
stopping foreclosures, the results are more beneficial than they 
appear at this point. 

Another relevant consideration is that the farmers and those 
dependent on subsidiary industries have had their savings and 
bank deposits reduced to an abnormally low level, ])artly as a 
result of the unfavourable cemditions of fanning and partly (a 
circumstance closely related to the farm situation) because of the 
unsatisfactory banking situation. They will, therefore, for many 
years to come use additional revenues and Avindfalls not merely 
to buy commodities and services, but in large part to build up 
saving accounts, thus at least tem])orarily withholding funds from 
the industries of the count ry, and iji so far as funds tliat otherwise 
would have been spent are thus diverted to farmers, the unhealthy 

* Tho Prosi(l(Mit said of th ) JJill tlmt it “rol.>t(‘s lo ngriiiiltnro tuid sooks to 
iiKTOaso tho purcliasiiiK ismor of our fanners and the eonsinriy)tion of nrtirles 
mttiiufnetiiro<l in our indu.slrirl eoiniriunitieR.” In making a report on tho Bill, 
tho Comniitteo on Agrieulluro of tlio House said that “ tlie additional return 
reeeivod by fanners by reason f tho operation of thfJ Jhll will bo moiioy promptly 
spent by tho farmer in ways that will doc-reaso iinc'inployinent and add to tho 
profits of business.” House Heport No. fi (11] : \ )-~/!elin'e the JCziMing National 
Kconomic Emergency by Increamiuj the Agricultural }*urchfising Power, pp. 

1 , 7 . ■ 



1933] ECONOMIC LEGISLATION OF THE 73rD CONGRESS 


629 


tendency to hoard is intensified. Nor should we leave this aspect 
of the subject without pointing out that there are 12 millions or 
thereabouts unemployed (July 1933), and their exploitation can 
scarcely be justified on social grounds or on the grounds that 
exj)enditures will be increased. I do not hesitate to conclude, 
however, that expenditures will be increased with the pegging of 
prices of agi-icultural commodities, and the results will be evident 
in a higher price level stimulated to some extent by the resulting 
creations of credit. 

The proposition, easily understood by the farmer, that the 
prices he receives to-day for a bushel of wheat or for a bale pf 
cotton ought to be as high in relation to the prices of the com- 
modities that he buys as they were in the relatively normal years 
preceding the War, has been favourably received by him; and 
because a programme to raise prices to pro- War parity is more 
easily applied than are proposals for raising prices to some other 
level, it appeals to him. Furthermore, the T)ei)artment of Agri- 
culture has not bothered with difficult theoretical problems such 
as allowing for the imj)ortant changes in the budget of the farmer 
in the last tw^enty years, nor has it been made entirely clear whether 
they are interested in establishing parity in relation to the com- 
modities that the farmers bu}^ as a producer or those that he buys 
as a consumer : there are two distinct problems here. (The index 
used is based on the prices of commodities used by farmers both 
as producers and consumers.) It will do the farmer little good if 
he is favoured as a consumer if the relative level of prices for his 
crops and costs is such that he receives no net income. So far 
as I can discover, the authorities have merely estimated the relative 
movement of ])rices of agricultural and non-agricultural com- 
modities, and thus concluded, for exam])le, that wheat ought to 
sell for 90 cents to-day if it is to sell for the same ])rice in relation 
to the commodities purchased by farmers as in 1909-14.^ 

^ While the Farm Bill was under consideration, much discussion 
centred round the question whether tlie attainment of prices 
equal to costs, or pre-A\ ar ])arity should be the objective of the 
farm legislation. If farmers receive a price in relation to the pre- 
War price for their products that corresponds to the prices of the 
commodities (in relation to the pre-War level) that they buy, 
would their costs be met ? This depends pailly upon the manner 

* TJius SotTpf firy of Agrir-iilt iiro VVallaro says Uial tli(' ciist of wlidt tlio fanner 
buys is 104 per cont . of flio pi-o-Wnr level nml therefore Ihe price of cotton ought 
to bo 104 per cent, of its pre-War price. Hearings. Senate Committee on 
Agriculture and Forestry (73 : 1) on the Agricultural Emergency Act, p. 25. 
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.in which pre-War parity is calculated. If a wholesale price index 
is used, this does not necessarily follow, because important costs, 
such as railroad services, taxes, labour, capital, are not considered, 
or are considered inadequately in the wholesale price index, and, 
in addition, the cost of manufacturing receives inadequate atten- 
tion. So far as I can find out, the price of labour and taxes are 
not considered in computing the index of what the farmer buys. 
Improvements have been especially prominent in the manufactur- 
ing branches, and therefore, in having the prices of farm products 
adjusted to pre-War parity, the farmers obtain the advantage of 
prices artificially raised to the level of non-farm j)roducts (as com- 
pared with the pre-War level), although the index for the latter has 
been kept up by the non-inclusion or neglect of numerous products 
that have especially profited from recent technological advances. 
Thus we may say, in so far as this consideration is relevant, that 
the farmer obtains more than the full advantage of the gains made 
by other industries. 

Not alone costs, but also demand must be taken into account 
in solving the problem ; that is perhaps the explanation of the 
unwillingness of Mr. Wallace to concentrate on costs. He admits 
that the problem is to squeeze the consumer as much as possible,^ 
and it is recognised that even parity may not be obtained speedily, 
for higher prices discourage purchases. In the Act it is even 
stipulated that the prices of many commodities competing with 
the basic agricultural commodities may be raised to prevent a 
diversion of imrchasing power to these markets ; - and even then, 
it may be added, the final result may be a relatively small increase 
in the prices of agricultural commodities in general and in the 
competing products, and also some curtailment of production and 
consumption all along the line — the results depending ])arfly on 
the behaviour of the banks. 

The supporters of the Agricultural Adjustment Act were not 
unaware of the possibility that the consumer may be unable or 
unwilling to pay the processing tax. Thus section 0 {h) provides 
that though the tax as a rule is to be at a rate which corresi)onds 
to the difference between the current price and the fair exchange 
value of the commodity, whenever the imposition of a tax at 
that rate results in the accumulation of stocks or a reduction of 
prices of farm products, the rate of tax shall be reduced. Further- 
more, the tax may be refunded where its imposition curtails the 

^ Cf. ibid.f p. 139; cf. pp. llO-ll, 123. The argument is presented that 
a price equal to costs ought to bo guaranteed rather than pre-War parity. 

* Cf. ibUl.f p. 304. 
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consumption of the commodity, that is, particular consumers 
may be exempted from the tax when the imposition may result 
in the accumulation of surpluses and a substantial reduction of 
consumption (section 15a). A blanket exemption, of course, 
is also offered to exporters of the product and articles manufac- 
tured thereof, thus making possible the sale of products at a 
lower price abroad than at home.^ 

In the process of passage, however, the view that the price 
received by the farmer constituted a small ])art of the retail 
price of the finished product, and that therefore a relatively 
large processing tax was enforceable without a reduction in con- 
sumption, was widely held, and played a large part in the passage 
of the Act. The tax, it was held, would do the farmer much good, 
and w'ould not bo felt by the consumer; in fact, farm leaders 
time and time again expressed the view that the price of bread, 
which remains relatively stable as compared to that of wheat, 
which is traded on a speculative and well-organised market, has 
nothing to do with the price of the latter. ^ But this position 
was not universally held. Congress listened to the pleas of 
various farm groups who pleaded for exemption from the benefits 
of a processing tax on the grounds that the consumer could not 
possibly ])ay more, and therefore any tax would simi)ly fall upon 
the producer, resulting in unsold supplies.® In one important 
provision this difficulty was recognised : whenever the imposition 
of a tax diverts consumption to competing commodities (the 
Senate Bill contained the provision “ competing commodities ” 
while the House Bill limited it to ‘‘ competing agricultural com- 
modities ”), the authorities might impose a similar tax on these 
com])cting commodities. 

The second title is devoted to the problem of refinancing of 
farm mortgages and also to providing new financing ; the epidemic 
of foreclosures, actual and threatened, has made this legislation 
necessary.^ Section 21 provides that Federal land banks may 

' Nor will foreigners be pleased with the intention of (ho Administration to 
enter into marketing agreements in order to dispose of surplus stocks abroad. 
Ibid., p. 10. 

* Ibid., pp. i:U, 170; also see House Report No. 6 (73 : 1), p. 7; Hearings 
Senate on Agricultural Emergency Act, p. 204. 

» Ibid., pp. 152-3, 259-84. 

* The problem of farm mortgages is fully and lucidly discussed in House 
Document No. 9— The Farm Debt I’roblcm— -Letters from the Secretary of 
Agriculture of March 27, 1933, especially pp. 1-2, 11, 10, 25, 31-38. 

The’ farm mortgage debt wa.s 3*3 billions in 1910 and 8*5 in 1933. Land 
values (1912-14 base) wore 170 in 1920, 115 in 1930, and 89 in 1932. Gross 
income from crops and livestock was 17 billions in 1919, 11—12 billions from 
1923 to 1929, 9-3 billions in 1930 and 6 billions in 1932. The ratio of mortgages 
No. 172. — VOL. XLllT. HU 
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issue two billions of farm loan bonds guaranteed by the Govern- 
ment as to interest only if they cannot issue bonds not guaranteed 
at a rate of 4 per cent. It is hoped that mortgage-holders will 
be willing to accept these bonds in exchange for their mortgages 
when mortgagors are unable to make required payments, the 
advantage to the mortgagee being the receipt of a government 
bond with interest guaranteed in exchange for a doubtful 
mortgage; the advantage to the farmer being a reduction of 
interest and in some instances a scaling down of the principal. 

V 

Sections 43-4G of the Farm Act contain the much-discussed 
inflationary measures (Thomas Amendments) inserted in the 
Bill under authority of section 8 of article 1 of the constitution 
which gives Congress the authority to coin money and regulate 
the value thereof. (The abrogation of the Gold Clause already 
discussed was not enacted until later.) 

Congress contemplated the possibility of (1) a com])etitive 
devaluation or depreciation to capture foreign markets, (2) a 
resumj^tion of convertibility into gold of paper dollars, which 
resumption might require a reduction in the gold content of the 
dollar if issues remain excessive in view of the attitude of the 
public, and monetary needs, (3) inflation in response to the demands 
of farmers and other inflationists, and finally (4) an international 
agreement to inflate and then devaluate. 

AVlienever any of certain conditions are found by the Presi- 
dent to exist, he is authorised (a) to enter into negotiations with 
the Federal reserve banks and the ]5oard to undertake open 
market operations and, in addition, the reserve banks are to agree 
to purchase a maximum of 3 billions of U.S. securities directly 
from the Government, (b) to issue 3 billions of greenbacks for the 
purpose of redeeming government securities, (c) to fix the weight 
of the gold and the silver dollar and to fix the ratio between the 
two and to allow the unlimited coinage at this ratio, and (d) to 
enter into agreements with foreign governments under which the 
relation between the value of gold and other currency issued by 
the U.S. and by such governments is established : the President 

to valiio of mortKaprod farms was 27 uii<l 4C por t.*cnt. in tho yojirs 1910 and 1930 
respectively. Income Available to moot fixed charges (mortgages and taxes) 
has fallen even moj’o than gross income, as might be expected from tho decline 
in agricultural as compared to other prices. DifTiciilties encountered by farm 
credit agencies in selling bonds, both heeanso of tho unsettled conditions in the 
bond market and tho decline of agricultural prices, have intensified tho prossuro 
for foreclosures and reduced the volume of new financing. 
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may fix the weight of tiie dollar (gold) in accordance with such 
agreements, but ho is not to reduce the weight of the gold dollar 
more than 50 per cent. 

Some aspects of this legislation may be noted at this point. 
The Federal Reserve Board is virtually told that it must take 
orders from the Secretary of the Treasury. Should tliis infla- 
tionary movement go too far, the reserve hanks, in an unprece- 
dented manner, are deprived of their autonomy, for the Federal 
Reserve Board, with the approval of the Secretary of the 
Treasury, may require the reserve banks to take any action 
deemed necessary to contend with inflation. Furthermore, the 
Federal Reserve Board may, with the approval of the President, 
declare that an emergency exists by virtue of tlie credit expansion, 
and may tlien in its discretion increase or decrease the reserves 
required against deposits of member banks. (The last appears 
in section 46.) It should also be pointed out that the unlimited 
coinage of silver at a fixed ratio to gold can only be invoked for 
the purpose of stabilising i)rices or protecting the foreign com- 
merce of the country — the decision to be at the discretion of the 
President. 

Devaluation or the issue of greenbacks is invoked only if the 
powders under (a) (above) are inadequate to acliicvo the objects of 
tliis legislation or the reserve banks prove to bo recalcitrant. 
It is now (Sc})tcmber 1033) 4 months since tliis legislation was 
passed early in May, and in that jicriod only moderate i)urchase.s 
of securities liave been made by the reserve banks, and yet we 
have witnessed a sensational rise in prices. It seems unlikely 
that these powers will have to be used to any large degree unless 
the Treasury finds that the sale of billions of dollars of securities 
on the open market tends to raise rates too much, or inflationist 
sentiment becomes more powerful. ^ Issues of 3 billions of securi- 
ties to the reserve banks w’ould, following the expenditure of the 
money by tlie Treasury (and in the absence of offsetting move- 
ments), more than double the reserves of the member banks; 
under the favourable conditions of the midsummer of 1933, the 
threat of purchase of a maximum of 3 billions securities may be 
adequate. If undertaken, the results of tliese measures would 
depend largely on the manner in which the Government spent the 
money thus received. Greenbacks, if issued, would merely find 
their way back to the banks, thus contributing to an increase of 
their reserves ; and if they are emitted, as contemplated, merely 

» The above was written in August, 1933. Inflationist sentiment is now (late 
September) stronger. Cf. the concluding pages of this article. 

iru2 



634 THE ECONOMIC JOUBNAL [DEC. 

to buy up securities, their issue may not have the inflationary 
effects desired ^ ; for an increase in reserves may not be adequate. 
Devaluation, also, would bo a method of making larger reserves 
available, and if the conditions were favourable, more expansion 
would bo made possible ; but if the provisions under (a) failed 
to bring inflation, then little could be expected of devaluation : 
the success of the open-market operations, however, might be 
made doubly sure by the introduction of devaluation, because 
an opportunity for inflation would be offered to other countries 
not so well supplied with gold as is the United States, and, 
therefore, international complications might not jeopardise the 
success of the attempts to inflate, and, also, the possibility of 
devaluation might have a desired psychological effect. 

VI 

The object of the next Act under consideration, the National 
Industrial Ilccovcry Act, is to encourage national industrial 
recovery, to foster fair competition, and to provide for the con- 
struction of certain useful public works, and for other purposes.^ 

To increase purchasing power in order to stimulate the 

^ That issues aro to be made for tho purpose of purcliasing U.S. Socuritios 
is partly to bo explained by tho opinion widely hold that banks would bo forced 
to lend more liberally to industry if tho supply of govorninont socuritios or tho 
profitableness of investment in them w(*ro rtHluced— (‘f. Senate Report No. 77, 
Operation of National and Federal Reserve Banking SyslcmSf p. 7. 

2 'J’ho origins of title I of this Act aro not difiicidt to trace. Jn Sonalo Report 
No. 14 {Preventing Interstate Commerce in Articles Manufactured by Labour 
Employed More Than Five Days per Week or Six Hours per Day — issued March 
13, 1933), tho germs of this legislation are to bo found. “Their millions of 
industrial workers without jobs cannot buy goods that make up our interstate 
commorco. . . . Tho channels of interstate commerco aro dried up throughout 
tho country, bocauao men without jobs cannot buy. It is manifest to all who 
squarely face the facts that our oconomic structure cannot ho rehabilitated until 
our people can work at fair wages, and thus buy the things that tlioy need. It 
is also solf-ovidont that wo can produce all wo can soli at homo and in foreign 
markets on a shorter workweek and workday tlian wo hav'O in foreo to-day.” 

In April and May, 1933, tho House Comraittoo of Labour hold lengthy hear- 
ings on tho Thirty-Hour-Weok Hill. An examination of the testimony of Miss 
Perkins, Mr. Swope and Mr. Harriman, President of tho United States Chamber 
of Commerce, reveals tho origins of some of the additional features of this legisla- 
tion. In particular, minimum prices, controlling tho rate of production and a 
partnership between labour and industry, woro ijroposcd. Tho House Report 
(No. 124 on The Thirtij^Uour Week^ issued May 10, 1933) emphasised the need 
of protecting employers who pay decent wages from tho competition of greedy 
entropronelips as well as from tho anti-trust laws. Also, the need of protecting 
American business against low cost products of foreigners was strongly put. 

Also consult Hearings on National Industrial Recovery before the House Com- 
mittee on Ways and Moans (May 18-20, 1933). — See especially the evidence of 
Douglas, Green, Harriman, and Richborg. 
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consumption of agricultural and industrial products is apparently 
the main object sought. Yet an increase of consumption and 
purchasing power is impossible without increased production. 
(We may neglect the possibility of depending on accumulated 
stocks.) Nowhere in the Act do we find any provisions for the 
increase of production; but numerous provisions, in particular 
those that relate to maximum hours, the elimination of unfair 
competition and the like, the introduction of federal control of the 
oil industry and the assertion of precedence of the Agricultural 
Adjustment Act where there is a conflict, the possibility of im- 
posing high tariffs — all these point in the direction of curtail- 
ment of production or supply. The i)ro visions ‘‘ to avoid undue 
restrictions of production except as may be temporarily required” ; 
and the pledge “ to promote the fullest i)ossible utilisation of 
present productive capacity of industries,” do not carry much 
promise of a high volume of production; and some of the early 
codes proposed under this Act give every indication of restriction 
of output. Under the Industrial Recovery Act the Administra- 
tion proposes to raise hourly wages by cutting the number of 
working hours and yet maintaining a respectable weekly wage. 
If there were any doubts on the attitude of the Administration 
towards restriction of production and high-wage policy, they 
have certainly been dispelled by the public statements of the 
President and the actions of General Johnson, appointed by the 
President as Administrator under title I of the Act. 

Entrepreneurs cannot pay a higher wage per hour of work 
when costs are already too high for profitable enterprise unless 
they are compensated in some other manner. If the reduction 
of hours is large, there may be an appreciable gain in the work 
accomplished in an hour by the employee ; but this gain is to be 
offset by the loss involved in hiring additional workers presumably 
less efficient than those displaced, in response to the current 
share-thc-work campaign ; and also by the losses involved in a 
general reduction of the working week in so far as it contributes 
to a less intensive use of plant and machinery, and possibly 
additional and uneconomic expenditures for both. Also where 
there will be a gain of efficiency of large proportions, the hourly 
wage has probably been increased by a large amount. The 
conclusion at this point is that the entrepreneur can expect little 
benefit from these sources to offset the losses involved in paying 
higher wages per hour. 

Behind the efforts of the President and his supporters to 
raise wages lies the theory that depression has been caused by 



636 THE ECONOMIC JOURNAL [DEC. 

the failure of the working classes to receive an adequate share 
of the national dividend. As General Johnson has said in one 
of his recent addresses, the millionaire cannot buy 40 dollars 
worth of ham and eggs ; the way out of the depression is to make 
it possible for each individual to buy 50 cents worth of ham and 
eggs. Certainly there seems to be more in this argument fre- 
quently expounded by Marxists and others, when depression is 
in our midst and improvements have been proceeding at a rapid 
pace, than has generally been accorded it in the past by orthodox 
economists. The Cambridge School, and in particular Mr. 
Keynes and Mr. Robertson, who have directed our attention 
to the necessity of increasing expenditures, have contributed 
much to the recent change in attitude of economists toward the 
relative virtues of saving and spending. 

One very signilicarit point may be introduced in support of 
the Administration’s programme. A concerted movement to 
add new employees not only to share the work of those already 
employed, but also to undertake additional production, if suc- 
cessful, may well have important results ; but the clash of this 
policy with the restrictive aspects of this legislation and its 
administration has been commented on. The demand for the 
products of industries in general may increase and also additional 
economies of large-scale production may bo introduced if the 
concerted movement to increase employment is successful ; and 
these economies may be of a more enduring ty])e than usual if 
the introduction of new plant and niacli incry is controlled as 
planned in numerous codes. Thus let us assume that in each 
industry monetary wages are increased per unit of output by 
25 per cent., a change wrought by i)aying the same weekly wage 
for a working week reduced by 33 ])er cent., the workers’ efficiency 
being increased somewhat. Also let us suppose that each em- 
ployer agrees to increase his staff by 50 per cent., so that the 
national wage bill is increased correspondingly. Production 
therefore rises by approximately 20 per cent. ; each worker now 
produces 80 per cent, as much as before, although his working 
week has been reduced by one third ; and the number of workers 
has been increased by one half. The increase in production 
also probably reduces fixed costs, and thus may encourage 
additional production ; but this is left out of account, as is the 
possibility that other factors of production may not be available 
in sufficient ^quantities to make i)ossible this additional pro- 
duction. 

Thus workers will have more money to spend, because the 
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wage bill will be higher by 50 per cent. It is apparent that the 
worker is not likely to gain to the extent of 50 per cent., for 
production will increase by but 20 per cent, or perhaps a little 
more, and their gains are limited to that percentage plus what 
can be squeezed out of other classes. Need we add that the 
gain to employment will be reduced in so far as the additional 
purchasing power is absorbed in higher prices or depletion of 
stocks? Apparently there is no reason why prices should rise 
as much as wages, for though wages are an important element 
in costs, they are not the only element, and therefore an increase 
in efficiency wages of 25 per cent., if we allow for the proportion 
of wages to total costs and allow for other economies introduced, 
may make necessary an increase in prices of but 10 per cent. 
Thus, because all consumers, including the capitalist class, the 
Government, the entrepreneur, professional people, etc., are 
charged higher prices, and because a saving is effected by spread- 
ing fixed costs over a larger output, the entrepreneur need in- 
crease prices by but 10 per (^ent. It is to be emphasised that, 
whatever we may think of the social desirability of redistributing 
income from the wealthy to the poor, there is no net gain, in so 
far as the consumers w'ho arc not members of the working classes 
have to pay higher prices for commodities because wages have 
been increased ; tlic only economic gains result from this transfer 
in so far as the transfer means that money is put into the hands 
of those ])reparcd to spend, i.c., the working classes, and taken 
from those who will not s})end, thus increasing production and 
employment ; and from the re.sulting economics to be associated 
with additional expenditures, if made. 

Higher prices (if not induced through a curtailment of pro- 
duction) are a favourable dov’^clopinent because they reduce the 
proportion of the national income recpiired to meet the indebted- 
ness of industry, and therefore to that extent costs are reduced, 
and, perhaps, they arc welcome because they are symptomatic 
of additional expenditures (not as yet offset by a corresponding 
increase in production) ; but an important gain, a lag in wages, 
generally available to the entrepreneur when prices rise, is not 
to be had under the programme of the Roosevelt Administration. 
Also, it is frequently fc^rgotten that the very act of depriving 
the creditor classes in this manner also has the disadvantage of 
involving a reduction of the volume of their purchases, and as 
the volume of dividends, profits and interest payments con- 
tinues to decline, the increase of expenditures resulting from 
transfers of purchasing power to the poor becomes less important. 
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No industry could now (autumn of 1933) afford to increase 
its staff of workers (and hours of employment) by 20-50 per 
cent, unless the movement, under official direction, were made 
quite general ; government interference might well then produce 
revolutionary results. The newly employed in industry A would 
buy the products of the newly employed in industry B, and the 
widespread increase in production would contribute to a reduc- 
tion in non-labour costs. But the Government can be successful 
in increasing working hours in this manner only if the high wage 
policy is not carried to a point where the banks and the entre- 
preneurs are discouraged by the increased labour costs, a.nticipat- 
ing inadequate relief from the reduction of other costs ; if total 
costs are inflated as a result of the high-wage policy, then the 
entrepreneurs must under present conditions charge higher 
prices, with the result that the additional purchasing power is 
absorbed in higher prices, thus discouraging any additional 
output to that extent; if the banks are sufficiently sceptical of 
the high-wage i^olicy, the demand for the products of industry 
will suffer, and the total purchasing power received may decline, 
because, as a result of the non-co-operative policy of the banks, 
consumers do not receive the means to pay tlie higher prices. 
Any gains to l)e associated with higher prices will then be offset 
by the losses resulting from the payment of higher wages and from 
a reduced volume of sales, or sales at the former level of prices 
will be unprofitable because costs have been increased and sales 
have not been increased adequately. 1'ho public may be un- 
willing or unable to jmy higher prices (even the wage-earners 
may save), although the banks are liberal in extending credit, 
or the banks may be niggardly because they anticipate that 
the public, discouraged by higher prices, may not spend adequately 
to assure satisfactory business conditions. 

It is evident that much depends on the price and production 
policies of entrepreneurs, on the attitude of the banks and con- 
sumers, and on the distribution of purchases between domestic 
and foreign markets. The enhancement of the wage-level may 
do harm in so far as additional purchases abroad are stimulated. 

We must conclude that there may be some wisdom in the 
National Industrial Recovery Act : when more men are put to 
work and produce additional goods, a larger national income is 
available for distribution ; and this holds whether the mechanism 
is a concerted movement sponsored by the Government to employ 
more men in private industry or whether the plan is a large 
programme of public works as provided in title II of this Act. 
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Perhaps the objection may be raised against the latter, that the 
construction of roads, public buildings, improvements of harbours 
and the like do not in the first instance provide the workers with 
the food, clothing and services that they so badly need ; for the 
newly employed and those now paid higher wages draw on avail- 
able supplies of consumption goods, and therefore contribute 
towards higher prices. Thus the programme of public works will 
not provide those formerly unemployed with so large a volume 
of goods as a plan which would immediately set men to work 
on the goods that they require. Would it not be preferable to 
invest these funds in food or manufacturing industries which 
will immediately i)rovide the goods sorely needed, rather than 
in expenditures on roads and the like which may provide over- 
capitalised constriKjtion firms and political henchmen with a 
large proportion of the new purchasing power and provide the 
country with roads instead of shoes ? Perhaps I have put this 
point too firmly in a period when accumulated stocks are not 
small and proposals to make work arc not easy of realisation. 

Another aspect of this question deserves a moment’s con- 
sideration. Any policy that reduces savings and retards the mad 
pace of improvements deserves serious consideration; and, for 
that reason, any policy that dries up to some extent the sources 
from which are derived most savings, namely, profits and interest, 
has something to recommend it. Although a general policy of 
curtailing production is to be condemned, one that aims to 
control production at the same time that it tends to encourage 
consumption, while the discrex^ancics between the two are further 
demoralising production, may in truth be a policy that in the long 
run will stimulate both production and consumption. 

In the recent years of expansion, improvements have been 
introduced altogether too fast ; entrepreneurs have not sufficiently 
allowed for the fact that the advance of science that had made 
possible new plants, and even new industries, would soon make 
possible newer plants and products that would catch the fancy 
of the jiublic anew. In other words, had business men, wlien 
confronted with the problem of substituting new plant or macliinery 
or undertaking the management of new industries, gauged 
accurately the future rate of improvements, they would have had 
to plan larger obsolescence funds that they liave been accustomed 
to accumulate ; and, therefore, plan to charge higher prices for 
the products manufactured in the new manner or for the new 
products than they have actually charged, thus reducing the 
advantage of new industries and plant and enhancing the value 
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of the old — ^the pace of change would have been slowed up. We 
may admit, however, that the rapid scrapping of plant, in stimu- 
lating employment in industries manufacturing capital goods, 
may postpone the depression that will ultimately ensue from 
the failure to increase consumption rapidly enough when improve- 
ments are unusually numerous. Although this is good enough 
as a palliative, it is only a palliative, for ultimately, when the 
rapid 2 )ace of production in machine industries and the like is 
reflected in excessive production of consumer goods, the result 
is bound to be even more disastrous. Where innovation tends to 
j)rocecd rapidly, industry must be prepared to write down new 
plant much more quickly than it has in the past, partly by charg- 
ing higher prices and p«artly by paying smaller dividends ; and 
also industry must bid less eagerly for new capital, thus cutting 
down the rate of interest. Paradoxically enough, one may 
argue to this extent that prices were not too high in the inflation 
period, but too low ; and also tluat Americans, who have generally 
been praised for accumulating generous obsolescence funds, 
have in truth been lax in this matter. Railroads thus might 
be criticised for p«aying excessive dividends and borrowing at 
excessive rates, instead of writing douii their 2 )lant ; and refrigera- 
tion companies, on the other hand, might bo criticised not for 
charging 100 dollars for a refrigerator that might be manufactured 
for 25 dollars, but for their failure to use the profits to write down 
their caj)ital investments. If the rate of improvement is thus 
controlled, the result will be a nicer adjustment of consumption 
to production, an improvement in the standard of living, gradual 
rather than by leaps and bounds, and an improvement in what 
are now periods of dci)ression which ought more than to oiEfset 
the disadvantages of postponing improvements. More energies 
will then be given to producing consumers’ goods in periods of 
rising activity, rather than in producing capital goods which 
soon will have to be scrapped. 


VII 

In title II of the National Industrial Recovery Act, 3’3 billions 
are appropriated for ])ublic works. In making the unprecedented 
appropriation for this purpose, the Administration is perhaps 
tacitly expressing some doubts concerning the success of the 
measures introduced in title I to bring the desired improvement 
in trade and industry; it therefore becomes necessary for the 
Government to increase employment by direct measures which 
will increase employment both directly and indirectly in a manner 
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that has been very well explained by Mr. Kahn. But in so far 
as the additional funds spent are diverted to foreign channels, 
additional employment is conferred upon foreigners and, what 
is more, an unfavourable balance of payments may put a stop to 
such measures. American delegates who have urged upon their 
colleagues at the London Economic Conference of 19,33 a pro- 
gramme of public works for all countries arc well advised, although 
the danger of pursuing a lone policy along these lines is not so 
dangerous for the United States as it would be for some other 
large countries, both because Amcri(;ans spend a relatively small 
proportion of their income on foreign products, and because 
unemployed factors of production and accumulated liquid and 
working capital arc unprcccdcntly large in the United States, 
thus assuring a large increase in prodiK'tion without the usual 
rise in ])riccs. Furthermore, an additional check is provided 
in the unusual and highly protectionist provision in title I which 
requires that the President take strong measures, even up to 
the point of establishing quotas, if foreign products are imported 
in “ substantial quantities or in increasing proportion to the 
domestic production,” thus interfering with the fulfilment of 
the purposes of title I. Whether the occasion of the additional 
imports is the higher wages and prices resulting from the enforce- 
ment of title t or the construction of public works under title II, 
need not in })ractice be a concern of the authorities. 

In April and early jMay Iicarings were being held in the Senate 
for the purpose of amending the Emergency and Construction Act 
of 1932.^ At these hearings many of the 7 )roposals for public 
works later incorporated in the National Industrial Recovery Act 
were suggested. These hearings also ])ro\ ed to be a rare opportun- 
ity for protectionist sentiment to ex])ress itself, and not without 
support in official circles. It was urged that if the Government 
would raise the necessary ca 2 )ital and lend it in turn to imvate 
industry, wo could develo]) in particular potash and wood pulp 
industries, thus freeing us from the necessity of importing these 
products from abroad. Such propaganda may well be expected, 
because jirotection cand ])ublic works both aim to encourage 
emjdoyment through subsidies to industry ; one test of success in 
both instances is what is done to cm])loymcnt, and the payment 
of wages above the economic worth of the service rendered is not 
considered so important as the antici|)ate(l increase of national 
income and employment resulting from glutting the unemployed 

^ Hottriiigs ScnOit© Siib-ConiiTiittoo of Blinking &ncl Currency (73 . 1), To 
Amend the Emergency and Construction Act of 1932, pp. 18-24, 33-40. 
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back to work. Of course we cannot be so certain that protection 
will increase employment (and especially income), since it has 
adverse effects on export industries, although in encouraging 
costly methods of production, it stimulates employment. Perhaps 
more is to be said for the proposals of the supporters of new wood 
pulp and potash industries than can frequently be said for pro- 
tectionist arguments. The artificial stimulation of a new industry, 
in particular one in which we may not do so badly, may be con- 
sidered to-day in somewhat the same light as a public work. 
Unemployed factors of production are unusually plentiful, the 
relation between export and import trade is not nearly so close 
as it is under normal conditions, and a country in a position to raise 
large sums of money by tapping tlie market for government 
securities may stimulate investment and employment in a manner 
open to but few countries. 

Title II, like the Emergency Construction Act of July 1932, 
is an acknowledgment that monetary measures in themselves 
will accomplish little ; it is necessary to take money from those 
who will not spend it and turn it over to potential spenders, f.c., 
public bodies and beneficiaries of their disbursements. The 
Cambridge School of Economists has made these principles 
public knowledge, and though they have not exercised much 
influence in their own country. Senator Wagner, who more than 
anybody else was responsible for tlie public works programme, 
acknowledges his indebtedness to them. Even a very large bond 
issue, such as the one now under consideration, will probably 
help the bond market more by increasing the funds that potential 
investors are willing to turn over to j)otential borrowers (and 
hence spenders), following the resulting rise in prices and demand 
for products, than it will suffer from the tendency towards higher 
rates to be associated with the new demands for funds by jjublic 
bodies. Furthermore, when the programme is financed by a tax 
programme which provides both for interest and amortisation, 
so that fears of budgetary inflation are dispelled, the beneficial 
effects are doubly assured. 


viir 

The attitude of the Administration towards many of the 
important economic issues is very well revealed in the Emergency 
Railroad Transportation Act of 1933 (approved June 16, 1933). 
Railroads, unlike agriculture and industry, have received in 
recent years a relatively stable price for the commodities that they 
sell, and as late as 1931 they were granted a material increase in 
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freight rates. Thus, while agriculture, because of its failure to 
adjust production to changed conditions of demand, has been 
forced to make large concessions in prices, and industry has tried 
to solve its problems both by price concessions and reduction of 
production, the railroads have been content to take their losses 
in the reduction of traffic, and this des})ite the fact that they sell 
a perishable commodity.^ The result has been glaring dis- 
crepancies in the movement of railroad rates and the prices of the 
commodities that the farmers and industrialists sell. Farmers in 
particular, who have observed that the railroad charges absorb 
a larger and larger part of the Chicago price of their products, 
a ])rice that has been declining drastically, protested at the slug- 
gishness in the movement of railroad rates.^ Thus, they argue 
that either price concessions to consumers of farm products are 
not large enough to tempt the consumer or benefits accrue largely 
to the railroads and not to the producers. The Interstate 
Commerce Commission has been holding hearings to determine 
whether, if a reduction in rates were allowed, the railroads would 
be compensated by increased traffic.^ Important issues are raised, 
for the question of pro])erty rights of the owners of the rail- 
roads arises if the rates should be reduced, and as a result the 
returns on tlie capital invested in the railroads were further 
reduced. On the other hand, it is held by the shippers that the 
Supreme Court has agreed that the cost of service rendered should 
not be more than what the service is worth, and the cost is 
excessive when the movement of traffic is hamperctl.'^ 

The Act now under consideration paj^s some attention to the 
problem of rates, and provision is made not only to cut operating 
expenses, but also to reduce fixed charges. At first it was sug- 
gested that the (.'o-ordinator should not approve loans from the 

' According to ono expert, revoiiuo per ton mile was 100 in tlio base period 
1913 and 143 in 1932. The price level ww 100 in 1913 and 92 in 1932. The 
prices of agricultural products were 100 in 1913 and 60 in 1932. (Hearings 
House Committee on Interstate and Foreign Commerce, 73 : 1) on Emergency 
Jtailroad Transportation Act, 1(13.3, pp. 156, 217. 

® In the decision rendered on Aiigii.st 5, however, the I.C.C. pointed out that 
freight rates (not including the iiieroaso whioli lapses on September 30) are 
approximately 20 per cent, below those of 1920. Cf. Hearings Senate on Agricul- 
tural Emergency Act, pp. 8.5-86. 

® The I.C.C. has rendered a decision (August. .5) in which the application 
for a reduction was refused (New York Times, August 6). It was hold that the 
reduction would not increase traffic much and would not help other industries 
so much as it would joop.ardiso the railroad iiulustry by causing wholesale re- 
organisations. 

* Hearings House Committee on Emergency Jlailroad Transportation Act, 
1933, pp. 64, 63; also see Hearings Senate Committoo on Interstate Commerce 
on Recapture Clause (73 ; 1), p. 38. 
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R.F.C. if it were not likely that the railroads could weather the 
storm during the present emergency without financial aid.^ 
How long will the present emergency last, and who can tell 
whether the roads will be able to weather the emergency ? The 
practical effect of this provision, which was considerably changed 
in the course of passage, are likely to be a discouragement of 
further loans to railroads.^ 

The primary aim of this Act has been to make it possible to 
introduce economies in the operation of the railroads.® Estimates 
of the economies possible have been very vague, and on the whole 
not of any value ; there has been general agreement that economies 
would be made largely by reducing the number of jobs available. 
It is therefore not surprising that the labour interests led by Mr. 
Richberg have fought the Bill vigorously, and have succeeded in 
having inserted provisions in the Act which safeguard the position 
of labour and make any important economics next to impossible.* 

There is a great deal to be said for the attitude of railway 
employees, who have witnessed in recent years a decline in the 
number employed in the railroad industry of approximately 50 
per cent., and even in the relatively quiet decade before 1930, 
a reduction in the number of employees of approximately 200,000, 
although the amount of business remained relatively stable in the 
years 1922-9. The explanation is in part that large economics 
were introduced. Mr, Richberg argues that the return on C-7 
billions additional invested in the railroads since 1920 just about 
ecjuallcd the ])ay of the 200,000 workers dismissed from 1920 to 
1929, and therefore he implies that the economies were non- 
existent, and w'hat really occurred was a transfer of income from 
the labouring classes to the capitalists.'* I am not sure that the 

1 Tho Senate Coiuinittoo is extremely of tJio praeliee of making lv)anH 

to railroads tlirongh tlie K.F.U. when their bonds w«^ro selling' at low prieos. 
without thoso railroads being com]X‘lled to reduce their capital structuro and 
protect their not earnings. (Senate Keport, No. 87.) 

* Cf. Hearings (House) on Kmcrtjvjinj Ruilrowl Transportation Act, 1933, 
pp. 20, 53-5, 285-0. Kastman of the I.C.C. (and now Co-ordinator) and Thom, 
a ropresentativ'O of the rnilrondHf wero aware of tho nood (jf a n^visioii ot this 
provision. Cf. section 15 of tho Act with section 14 of tho original liill. 

» Ibid,, pp. 32-3 ; cf. Senate Report No. 87, on tho Kmergency Transportation 


* Ibid., especially 09, 85, 103-4, 109, and tho summary of tho Act below, 
section 7. Senate Report, No. 87. 

» Hearings (House) on Kmergenoj Railroad Transportation Act, 1933, pp. 
57, 8.5-6, 182. Richberg takes tho following fnan the House investigation of 
tho six-hour day ^ j 


1. Revenue tons per hour for all employees except general 
and division oiBcos . . 

2 Cross ton-iniloa per freight train hour 


97 141 

14,877 26,702 



1933] ECONOMIC LEGISLATION OF THE 73RD CONGRESS 


645 


view ably presented by Mr. Eastman, that the transportation 
industry is a competing industry, and therefore must set its 
bouse in order and reduce waste just as the Government has 
attempted to do by reducing costs, is an adequate reply to the 
Railroad Brotherhood.^ 

Mr. Richberg argues that there is no place to which dismissed 
workers can go when unemployment is widespread,^ and they 
therefore will become i)ublic charges. If full employment is the 
objective of our economic life, as Mr. Richberg claims, then the 
uneconomic and costly methods of producing commodities may 
have more to recommend them than is generally accorded them. 
Artificially high costs, whether induced by the militant labour 
policy or by tariffs or anything else, may be justified on these 
grounds. But, in addition, the national income may be increased 
by keeping these men employed rather than by ]>utting them on 
the streets, even though their contributions are not quite so large 
as their pay. It may be desirable for these reasons to keep workers 
employed even if as a result capital interests suffer, so long as we 
are aware of what is being done and are content to go to the 
Government or the banks (under compulsion) for the capital which 
will be needed in the future. We are tlmn, we might say, imposing 
a large capital levy on those who have invested in railroads, and 
to some extent on the public generally; perhaps this policy is 
ju.stified in this emergency, and the railroads will profit from the 
resulting iiu i’case in ex])enditures. But we must not expect the 
]mblic to continue to lend to railroads in the future. 

In yielding to the i)res.sure of organi.sed labour, the Adminis- 
tration, even if it has taken the edge off the transportation 
legislation, has at least been consistent : its policy has been both 
to stimulate expenditure and to squeeze capital. ^ But although 
the policies of high wages and maintenance of employment and 
expenditures arc furthered in the Transportation Act, it cannot 
be defended so easily as can the public works programme as a 
means of stimulating employment and expenditures. 

IX 

The last Act that I discuss herein is the Se(;urities Act of 1933 
(Public No. 22, an Act to provide full and fair disclosure of the 
character of securities sold in interstate and foreign commerce 

* Hearings (Honso) on Kincrgcncy Bailroad Transportation Acty 1933, pp. 
60-3. 

* liichborg quite properly points to tlio clash of tlio gcnonil policy of inflation 
and oxpondituFO with that of deflation and contraction for the railroad industry. 
Ibid,, p. 70. 
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<and through the mails, and to prevent frauds in the sale thereof, 
and for other purposes). Essentially it is an attempt to protect 
the public against misleading and dishonest action of promoters, 
issuers and underwriters by providing for full publicity. 1 The 
Act is based largely on the British Companies Act, the Taylor 
Bill introduced in 1919 to cope with the speculative excesses of 
that period and the Martin Act of New York Stato.^ Information 
on almost every conceivable detail as to income and properties 
and capital accounts, purposes of issues, terms of issues, con- 
siderations paid to promoters and others, high salaries paid in 
company issuing, is demanded.^ Sections 11 and 12 make direc- 
tors and others who sign registration statements, prospectuses 
and communications relative to their sale responsible severally 
and jointly if any investor loses money because he has been misled 
by a false statement or by the absence of a material statement 
which makes the registration blanks, etc., misleading. The 
person acquiring such security may sue either at law or 
equity. 

What is the significance of this legislation ? The requirement 
of full and accurate information may well dis(?ourage the issue of 
securities to some extent, and in jiarticular of sj^eculative securi- 
ties; the provision making directors and others responsible for 
losses incurred because the information has not been adequate or 
accurate ouglit to liavc similar elfccts.'^ Wlicn artificial restora- 
tives arc necessary to re-establish normal conditions in the 
investment market, more criticism than usual may be offered 
against any action that tends to restrain investment. Mis- 
statements and fraud have certainly been too prevalent, and the 
interest of Congress in this legislation can be traced to tliese 
abuses and the association of them with the large losses suffered 

^ Almost identical hcarinj(s wore hold by the House Ct)mmittoo on Interstato 
and Foreign Commeroo ami tlio Sonato Banking and Currcuioy Comniittoo. The 
evidem o of II. Thompson, who apparently was partly rosponsiblo for tho original 
Bill (S 875, H.ll. 4314), and Butler of tho Dcjpartinont of Commoroo, is especially 
holpful. 

2 Hearings Senate Banking an«l Ciirronoy Cornmittoo Securities Act, pj). 
,325-8. 

* Tho information ro(piired hy a compotont hanker from u borrower is tlie 
guide soleetod. House Report No. 85, <m Federal SupewisUm of Traffic in Invest^ 
ment Securities in Interstate Commerce, p. 4. 

* “ The aim is to prevent further exploitation of tho public by tho sale of 
unsound, fraudulent, and worthless soeuritios through rnisropresortation . . . 
to bring into productive channels of industry and devolopiiumt capital which 
has grown timid to tho point of hoarding; and to aid in providing omploymont 
and restoring buying and consumer power.** ISenato Report No. 47, on Regulation 
of Securities. 
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by investors ; but losses can only in small part be traced to such 
factors.^ 

Perhaps accuracy and fullness of statement would have 
restrained investors in the speculative period, and therefore have 
reduced losses later, and thus to some extent diminished the 
decline of prices which has been the most important cause of the 
losses suffered. But I am more inclined to take the view that it 
was only the continuance of the speculative spirit engendered by 
promoters, banks, underwriters and the like that prevented a 
spilling of savings (through declining prices caused by an in- 
adequate volume of investment) at an earlier ])eriod; in other 
words, if savings are large and arc destined to be spilled in the 
absence of an equally large volume of investments, it may be 
preferable to maintain prosperity by stimulating investments, 
oven if part of them are unsound, thus at least increasing the 
total employment above wliat it would have l>een otherwise. 

The Act is also quite consistent with the nationalistic policy 
of the Administration. Of particular iin])ortancc is the provision 
in section G, which requires that the underwriters or agents in 
the United States must sign, and thus guarantee the accuracy of, 
the registration statement of any foreign government selling 
securities in the United States. The agent is also required to 
furnish full and accurate information of the condition of the 
borrowing governments, which information, of course, could not 
be required of the Government directly. These provisions may 
in the future contribute to a curtailment of foreign borrowing in 
the United States both by foreign governments and other foreign 
borrowers who are subjected to the provisions of this Act. 

X 

Conclusion 

Higlicr prices are certainly the most important single aim of 
the Booscvclt Administration higher prices that will ease the 
burden of debts, higher ])rices that will be induced not so much 
through an active monetary policy but by giving the favoured 
groups, the farmers and the workers, additional purchasing power, 

^ Cf. Hearings Senate on Securities pp. 21l'-26. 

The House Committoo, after referring to the fact tliat fully one half of the 
60 billions of securities floated in the post-Wur period have proved to bo worth- 
loss, says : “ The flotation of such a mass of essentially frauduhmt securities 
was made possible because of the eompicte abandonment of many underwriters 
and dealers in securities of those standards of fair, honest and prudent dealings 
that should bo basic to the oncoiirogoment of investment in any enterprise.” 
House Report No. 86, p. 2. 

No. 172. — VOL. XLlll, 
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thus distributing the gains rather unevenly and clearly not in the 
manner of periods of inflation. Despite the inflationary provisions 
in the Agricultural Adjustment Act and the resolutions on the 
gold clause, it may well be said that monetary policy has occupied 
a secondary place in the plans of the administration ; the threat 
of additional creations of money is present, and the facilities to 
finance a larger outlay for farm products and a higher wage bill, 
and perhaps a larger volume of production at higher prices, 
are available ; but the monetary policies have received relatively 
little attention. A redistribution of income in a manner that 
is harmonious w'ith the administration’s attitude towards dis- 
tribution justice, and one that will stimulate expenditures and, 
therefore, the activity of deposits, is perhaps a substitute for 
monetary policy. 

To reduce the weight of past debts is a very laudatory object, 
and who is to deny that the plans of the Administration for 
raising prices constitute a much more effective manner of doing 
so than w’aiting for bankruptcies and receiverships while ex- 
penditures and employment are cut more and more in a vain 
attempt to avoid them ? It is also desirable to redistribute the 
national income in favour of the farmers and tlio workers, es- 
pecially because the stimulation of additional expenditures thus 
induced enhances the national dividend. But there is some 
evidence that our leaders are disposed to squeeze capital and 
management to such an extent that unless the Government is 
prepared to fill tlio gaps resulting — some discouragement to 
savings may be desirable— from curtailed savings, and is i)ropared 
to take over industry, they may be going too far. As long as we 
are appealing to the motive power of the quest for profits, wo 
cannot bring on prosperity by introducing a wage i)olicy that 
makes business less profitable than it was in 1930-33. Therefore 
let us squeeze the bondholders and the entrepreneurs as well 
as the holder of common stocks as much as is possible consistent 
with obtaining the necessary co-operation of capital and manage- 
ment ; but no more. Certainly the active policy of Mr. Roosevelt 
to raise prices by (1) introducing a programme of public works, 
thus increasing employment simultaneously in this manner as 
well as by a concerted movement to take on additional workers, 
and by (2) threatening inflation and being prepared to make his 
monetary policy the handmaid of his programme for the return 
of prosperity, is much to be preferred to Mr. Hoover’s policy of 
waiting for bankrui)tcy and receiverships to bring costs and prices 
down sufficiently to start the upward movement of prices and 
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employment. On the other hand, the President’s apparent 
acceptance of the high-wage theory in a rather extreme form, 
seems to predispose him to coerce business enterprise to submit 
to an increase in labour costs beyond a point where compensation 
can be expected from lower non-labour costs per unit of output 
or may be obtained from higher prices, and raises serious doubts 
concerning some aspects of his programme. 

A recognition of the need for higher prices was also an an- 
nouncement of the increased importance of a nationalistic policy. 
The Agricultural Adjustment Act, even in its non-monetary 
aspects, pointed that way. Foreigners, of course, were not going 
to be delighted with a plan to cut acreage in cotton that would 
force them either to do without cotton or pay a higher price for 
it, and were not to be pleased that bonuses on domestic production 
might enable Americans to maintain their foreign markets to 
some extent. Also the theory on which the farm programme is 
based is that it is much better to give up export markets entirely 
if necessary, rather than to allow sales abroad of, what is for most 
crops, a small part of the total, to depress prices. The resulting 
loss of export trade is bound to induce restrictive measures to- 
wards imports. The Agricultural Adjustment Act provides that 
the Government is to put a compensating tax on imported com- 
modities that suffer a processing tax or on commodities manu- 
factured from those subject to such tax ; and it will be recalled 
that the Secretary of Agriculture may extend the processing tax 
to all commodities that compete with those subject to the pro- 
cessing tax. The -National Industrial iiccovcry Act goes even 
further in this direction, by putting upon the President the 
responsibility of excluding or taxing foreign commodities that 
hinder the fulfilment of the purposes of title I of the Act. Public 
works, a high price and wage policy and a subsidy to farmers are 
bound to harm the competitive position of tlie United States, 
even if we allow for the refunds on exports subjected to a processing 
tax. 

Freedom to pursue an independent monetary jiolicy at home 
also requires greater freedom in the movement of the foreign 
exchanges than is possible under the gold standard. A higher 
price level is likely to require a lower valued dollar abroad ; but 
it is possible that the Administration is carrying too far its 
campaign to reduce the foreign value of the dollar as a means of 
obtaining undue advantages in foreign markets. On the other 
hand, one may argue that a greater protection, through depreciation 
of the exchanges, is needed than that indicated by relative price 

xx2 
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and income movements here and abroad, because the first effects 
of the Farm and Recovery Acts are going to be not only an 
increase in prices, but also a reduction of exports and a stimulus 
to imports ; but in so far as fiscal policy is likely to be adjusted 
to these new conditions, less reliance need be placed on exchange 
depreciation to improve the balance ; and if the fiscal policies do 
not correct the situation, the exchanges will decline without 
recourse to artificial measures. 

Apparently the puzzling problem of the balance of payments 
of the United States is to be solved partly by higher tariffs abroad, 
partly by repudiation of foreign debts and, finally, by a discourage- 
ment of the export trade of the United States. The legislation 
of the last session of Congress, by making less effective the most 
important factors contributing to the success of our export in- 
dustries — that is, our natural resources and the high efficiency of 
our workers and management — ^is bound to have detrimental 
effects on our export trade. The extent to which it will suffer 
will depend upon the extent to which our import trade is affected 
by the increase in domestic purchasing power on the one hand and 
the protectionist features of this legislation on tlie other, as well 
as upon the defaults and tariff policies abroad. Our export 
industries will suffer, because the effectiveness of labour, manage- 
ment and natural resources especially count in these industries ; 
but the magnitude of the loss to the export trade will be determined 
by the point at which the line between domestic and export 
industries is drawn as fixed by the entire set-up in the balance of 
payments. Thus, a country that has large (credits abroad and a 
large export trade and will not buy foreign products in adequate 
quantities, or travel abroad, or lend sufficiently, solves the problem 
of its bcalance of payments by forcing upon foreigners defaults 
(of course this is not their only cause) and protectionist policies, 
and by reducing its export trade by introducing a nationalistic 
programme. 

The prospects late in Scj>tember arc not very (cheerful. At- 
tempts to curtail agricultural production through the imposition 
of j)roccssing taxes have not been very successful in raising prices 
of farm products; and whatever success has been fortlicoming 
in this direction is to be weighed against the losses to the farmers 
resulting from the higher prices of the commodities purchased 
by the farmer to be associated witli tlie poli(acs of the N.R.A. 
administration. Too late now the Administration beciomes aware 
of the fact that when tlie banks become siieptical of the possibility 
of pursuing profitable business enterprise, they will not lend. 
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The Government is now putting pressure u]^on the banks to lend 
to industry funds advanced by the R.F.C. ; this is an acknowledg- 
ment that its policy of higher costs has not so far helped the 
entrepreneur. True enough, he has not been slow to raise prices 
to offset the higher costs ; but consumers seem to be unable or 
unwilling to purchase supplies at these higher prices adequate to 
stimulate production, and (or) the banks and industry are sceptical 
concerning their capacity to do so. 

The Administration has already assumed obligations to issue 
securities in such volume that it is difficult to envisage their issue 
without recourse in great measure to the banks. The additional 
obligations now being considered make the introduction of 
inflation so much more imminent, as do the increasing demands 
coming from the farm sections for extreme monetary measures. 
Undoubtedly tlie country would have profited from a moderate 
dose of inflation induced through increased expenditures by public 
and semiqjublic bodies had this policy been introduced at an 
earlier stage ; and it has been unfortunate that the energies of the 
Administration have gone into accelerating the activities of the 
N.R.A., instead of stimulating the expenditures for public 
works already voted. The danger now is that the longer the 
introduction of a policy of inflation is postponed, the larger the 
dose that will be administered, and the blow to confidence resulting 
from the N.R.A. is bound to lead to further shocks when other 
measures of a radical nature are introduced. On the other hand, 
the slowing up of the activities of the N.R.A. may stimulate the 
spending activities of the Government ; and the increased costs to 
be associated with the Agricultural and Industrial legislation 
make the introduction of inflation as a means of reducing costs 
even more necessary. It is rather significant of the attitude of 
the banks that, with this improvement of business in the second 
and third quarters of the year, the volume of transactions 
financed by the banks lias tended to decline; and w^liatever 
improvement ensued is to be attributed to the more active use of 
deposits already available; and the more active use of these 
deposits has been the result in no small measure of the anticipation 
of higher prices. The gains of inflation, it may be added, arc not 
likely to be so large as usual, because the present Administration 
has definitely aligned itself with labour in such a manner that it 
could not stand by while the employed worker was being exploited 
through a process of inflation. 


Harvard University. 


S. E. Harris 
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Essays in Biography, By J. M. Keynes. (Macmillan. Pp. 

:U8. Is. (mI.) 

Though charm is by definition undefinable, the fascination 
of these essays can be readily explained. It is due to the presence 
in the author, to a quite unusual degree, of a combination of 
qualities, which is extremely rare and the absence of which 
accounts for the fact that most biographies make such dull 
reading. Biography is the art of focussing an epoch and an 
environment in the story of <an individual. First of all, there- 
fore, the biographer must be a personality whose vision of that 
epoch on environment is worth having and whose temperament 
is strong enough to vibrato through his pages. Needless to say 
that there is no lack of this quality in these essays. Secondly, 
the biograj)her must be thoroughly master of the walks of life 
and ways of thinking of his hero — the most eminent professor, 
for instance, is obviously at a disadvantage when writing, say, 
a life of Prince Mettcrnich. Mr. Keynes, writing on economists, 
or on politicians whoso doings he was able to ol)serve at close 
quarters, is under no necessity to tax his imagination in order 
to form an idea of what the psychology of scientific achievement 
or of political struggle really is. But while most writers with 
whom he shares this advantage, politicians, e.f/., who write lives 
of politicians, fail to fulfil a third condition of success — Bio- 
graphy, being essentially Art, calls for an artist's hand — Mr. 
Keynes proves himself to be an artist of very high rank. Thi?re 
arc pages in this book every sentence of which is a master- 
stroke dictated by the highest ‘‘ Kunstverstand,” a term which 
I have never been able to translate. If we analyse carefully the 
technique of the impressionist portrait of Georges (fiemcnccau 
in the first of the sketches — observ^e, e.g., the role of such elements 
of the picture as the })ueklcs of Olemenceau's boots— we cannot 
but conclude that in order to find its equal we would have to 
look to the summits of epic or dramatic art. 

Of the two essays not yet published elsewhere whi(;h this 
volume contains, the one on Malthus is an important contri- 
bution to the history of economic thought, besides being a most 
successful attempt to draw away, with a gentle hand, the curtiiin 
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of time and to conjure up a delightful milieu of the past so that 
it lies once more before our eyes. Malthus as an economic 
theorist — ^and as distinguished from Malthus the Malthusian — 
has never had his due. But here he seems to be getting rather 
more than full measure, some of it by way of a discussion of his 
anti-saving views, which reads like an oralio ]jro domo of his 
eminent biographer. We are even led up to the astounding 
statement : “ If only Malthus, instead of Ricardo, had been 
the parent stem from which nineteenth-century economics pro- 
ceeded, what a much wiser and richer place the world would 
be to-day ! Which statement (p. 144) immediately follows a 
quotation, in which Malthus contends that “ a certain pro- 
portion of unproductive consumption ” is “ absolutely and 
indispensably necessary to call forth the resources of a country.” 
It is, to be sure, not impossible to find an element of sense in this 
passage, but as it stands it is nevertheless patently wrong. And 
has not Mr. Keynes himself, in a recent pamphlet of his, been 
careful to emphasise that his anti-saving advice refers to the 
present situation of practically unlimited productive possibilities ? 
Would he really go so far as to deny that a hundred and twenty 
years ago such advice, if taken, would have seriously impaired 
what was to be the greatest economic success in recorded history ? 
There are many other points of theoretical interest in this essay, 
among others the linking up of Malthus’ views on value with the 
principles of modern short-time analysis, which may well serve 
to throw new light not only on the history but also on the present 
problems of economic theory. 

Among the other “ Lives of Economists ” in this volume, 
we welcome again the Life of Marshall — the gem of its genus, 
the most brilliant and profound biography of any scientist the 
present writer ever read, the great monument to the great leader. 
This portrait is the only “ finished ” one in the sense that it 
fully develops, and nowhere merely hints at, all the elements 
essential to it. J^ove and labour have been lavished on it. All 
the powers of the intellectual peer have been put at the disposal 
of the loyal pupil. Or nearly so : for it is one of the charms of 
the work that the former does not divest liimself of his own 
attitudes when unfolding those of the Master, and that he, with 
infinite good taste and feeling, always says so, when, by virtue 
of his nature or his preferences, he feels unable t(j accept as a 
canon some Marshallian method of work or point of view — as, 
for instance, in the case of Marshall’s craving for perfection and 
resultant reluctance to get liimself into print, on wliicih particular 
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point, however, some sincere admirers of the biographer may well 
be tempted to expostulate with him, to urge that MarshalFs 
fame would hardly stand higher if ho had “ plucked tlie day, 
flung pamphlets into the wind, written sub-specie temporis ” 
and trusted to accident to achieve immortality (p. 212) — and, 
incidentally, to appeal to him to reconsider the example of the 
'.reacher who so resolutely refused to give up to the hour what 
was meant for the centuries. 

The great difficulty of a biography like this consists in making 
one connected whole of its two elements, disposition of a life 
and exposition of scientific achievements, which are so refractory 
to being welded together. This difficulty has in this instance 
been solved in such masterly fashion as to make any commenda- 
tion inadequate. The exposition of the main body of the Marshal- 
lian inheritance in Sections IV, V and VI grows out, organically 
and without any jerk or break, of the tale of his life up to his 
appointment to the Cambridge Chair in 1885. The talc goes on. 
Plenty of little touches help to retain the tenor of tlic biography. 
Only the emphasis shifts gradually from personal to scientific 
fact until we are, at two different points, presented with two 
lists, referring respectively to money and the general theory of 
the Principle-^, of what the author considers to he the most 
important contributions of Marshall towards the improvement 
of our theoretical apparatus. Gradually the emphasis shifts 
back again to Marshall’s other activities, to his teaching, to some 
glimpses of his role in the daily life of his University, to the 
house in Madingley Road, in order to turn finally to his latest 
works and the last losing fight with Time. The oftencr one 
reads this essay, the more one admires it. It is as thus depicted 
that Marshall and his work will go down to posterity and enter 
the history of economic thought, llic full extent of Marshall s 
original achievement would, to the outside world, including 
non-pupils most intimately acquainted with his published work, 
never have been known without this vigorous vindicatwm of his 
claims, which sometimes rises to incomparable brilliance : ^ 
Jevons and, by implication, Walras will have to suffer for it — 
perhaps justly, perhaps only because these Anchiscs have not 
had their Aeneas. Yet even an outsider — an outsider who by 


^ Liston, e.ff.t to : “ Jovons saw tho kotilo boil and criixl out with tho ilo- 
lightcd voice of a child; Marshall too had seon tho kettle boil and sat down to 
build an engine ” (p. 188). [f there wore Jevonians as there are Marshullians, 
they would — I think rightly — protest. But what a beautiful passage all the 
same ! 
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training and mentality is not too far removed from Marshairs 
work, and who in his time also made the pilgrimage to Madingley 
Road — may testify to the life-likeness of the portrait.^ Still 
more he may testify to his conviction that the evaluation of 
MarshalFs work is substantially correct and that the contours 
are not overdrawn. In one sense he may do so with more con- 
fidence than any friend and pupil of Marshall could, who would 
not be able, and ought not to be able, to make quite sure that 
personal devotion does not influence his vision. One point the 
outsider would like to add from an unpublished essay of his, 
in which he tried to define and to explain to himself the nature 
and extent of Marshall’s achievement and influence. No list 
of results, however conqiletc, exhausts the greatness or accounts 
for the “ aliveness ” of his work; what is much more than any 
or all of them, is that ho is constantly though unobtrusively 
leading on beyond himself — ^pointing Moses-like into lands in 
which it was not given to himself to enter. 

Less labour and love — though plenty of generous sympathy — 
has been bestowed on the life of Edgeworth. The author gave 
good hours to them, but few. And the result is that the statues 
do not keep the same proportions as the men did or the works 
do. No attempt has been made to formulate what we owe to 
the Edgeworth of the theory of Monopoly, International Trade, 
Taxation and of all those papers, often on points of theoretical 
detail, which he indeed did ‘‘ fling into the wind,” trusting to 
accident to achieve immortality. Edgeworth the Utilitarian 
and Edgeworth the Htatisticiaii — ^if this term may be applied 
without offence to work sparkling witli esprit and revelling in 
nice points of logic — command the scene. And it must be ad- 
mitted that it would be difficult indeed, if not impossible, to do 
justice to England’s second great theorist of the ’nineties, who 
did his best to hide his shining light in a thicket of quotations 
and quaint circumlocutions. Besides, it is one of the hopeful 
'presdgia in our field, that efforts do so much converge and that 
subjective originality is often present where all the evidence 
points the other way. So it will, probably, never bo possible 
to answer the question, how much of tlie analytic engine which 
we attribute to Marshall alone could have been reconstructed 

* It is as I saw him when I lookod at him across his breakfast table in 1907 
to tell him: “Professor, after oiir conversation (about my scientific plans) I 
feel exactly as I would if I were an indiscreet lover bent on an adventurous 
marriage and you a bonovolent old undo trying to persuade me to desist.” He 
answered : “ And this is as it should be. For if there is anything to it, the 
uncle will preach in vain.” 
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from Edgeworth’s papers had the Principles never been written. 
We would certainly, however, retain in this case the most im- 
portant of our tools, the indifference-curve. 

The last two essays — obituary notices on F. P. Ramsey — 
together with the handful of quotations from his notes, which 
so happily supplements them, provide the best possible illustra- 
tion to some beautiful linos in the preface. Certainly, that young 
man was a true product of Cambridge at its best — nobody can 
have any doubt about it who ever met him, which the present 
writer did but once. In discussion ho impressed one curiously 
like an overgrown two-year-old who misbehaves on the race- 
course from sheer excess of powers. But this was when he got 
on philosophical ground; as an economic theorist he had had 
time already to work himself into polish in spite of very scant 
acquaintance with the work done outside Cambridge. His two 
papers, published in 1927 and 1928 in this Journal, stand out 
in the whole of our literature by virtue of the originality of their 
approach, of the way, that is, in which he took hold of problems 
presumably presented to him by others. There is boundless 
scope for just this faculty in the present state of our science and 
we may well share Cambridge’s mourning for one of her favourite 
sons. 

The first eight essays of the volume, among which the one 
on Mr. Lloyd George has not been published before, are sketches 
— not biographies — of politicians, or reviews of books by poli- 
ticians. A foreigner writing in an economic periodical has double 
reason to excuse himself from passing any comment except 
this : if there is anything in the emphasis laid above on the 
importance of the element of Art in all writing of this kind, such 
essays must bo expected to contain much evidence of autobio- 
graphical value. And they do. Quite apart from the interest 
they have by virtue of their subjects as treated by a master of 
telling characterisation, they have another because they shed 
much light on the views and ways of thinking and feeling of the 
eminent economist who wrote them; those views and habits of 
thought which perhaps ought not to, but do, influence pro- 
fessional judgment, wherever it outsteps the frontier of the 
realm of provable theorem. A pleasant hour might be passed 
in piecing together the author’s sociology, social philosophy and 
politics from the abundant material scattered over these pages. 
In fact, the present writer added another one to his unpublished 
essays. The resulting picture was strongly suggestive of John 
Stuart Mill’s views. Not indeed in every particular. Mill might 
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have disliked some of the implications of the essay on the Villiers 
connection. But he would have forgiven them on finding, in 
the essay on Lord Oxford, the term “ stupidity ” in the neigh- 
bourhood of the term “ conservative.” He might have been 
saddened by evidence of disbelief in the fundamentals of Utili- 
tarianism, but he would surely have been reconciled by still 
stronger evidence of firm adherence to its spirit and to some of 
its most important practical consequences. Philosophical 
radicalism is obviously not dead as yet — spreading among us as 
it does its generous hopes for humanity and its stout refusal to 
see in life but a little intermezzo of irritating nonsense between 
eternities of death. 

Joseph A. Schumpeter 


The Economics of Imperfect Competition. By Joan Robinson. 

(London : Macmillan. 1933. Pp. xii -|- 352. 18^.) 

This is an interesting and stimulating book. So stimulating, 
indeed, that there is something one would like to argue about 
on almost every page. But there are limits to editorial in- 
dulgence, and nothing more must be attemi)ted than to indicate 
broadly its character and contents. 

It is written by one of the younger generation of economists, 
who has worked in close contact with others. For a i)rodiict of 
youth it is sur])risingly — to a rebel veteran, disa])pointingly — 
conservative. Meaning by this, not that there is little new in it — 
far from it — but that the general approach and, broadly speaking, 
the method of treatment are on established lines. True, the 
theory of perfect competition is relegated, as it should be, to the 
position of a very spe(?ial, if instructive, special case. That is a 
welcome and illuminating departure from the conventional 
method of presentation. But the whole mechanism of analysis, 
with its cost-curves and receipt-curves, supply-curves and demand- 
curves, is of the traditional classical type. The originality of the 
work is to be found, not in any bold and far-reaching innovation, 
but in its detail. 

The whole structure rests on two main supports. (1) A 
simplified version of the well-known theorem in which Marshall 
summarised the conditions iiccOvSsary for equilibrium in an 
individual firm [Principles of Economics : Mathematical Appendix : 
Note xiv, pp. 846-52). As stated by him, this was (translating 
symbols into words) that a firm must be turning out each 
of the various commodities it produces in such a quantity 
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that, if it slightly increased its output of any one, or any com- 
bination, of them by employing more of any agent, or any com- 
bination of the agents, of production, the addition to its total 
costs would be equal to the addition to its total receipts. In 
the book before us attention is confined to the special case in 
which each firm produces only one commodity, and it is assumed 
that every firm is in equilibrium when the industry is, so that 
the condition then holds good of every firm. (2) A modified 
version of Prof. Pigou’s theorem that, with free competitive 
entry into an industry, an “ equilibrium ” firm’s average cost 
of production per unit of output must, when the industry is in 
equilibrium, be equal to the price of the product (Economics of 
Welfare, 4th ed., pp. 216 and 790 ff.). Here the principal 
modification is that where a firm, having exceptional advantages 
for its trade, is able, with the industry in equilibrium, to secure a 
surplus profit in excess of tlic minimum required to keep it in that 
trade, the surplus is treated (ex(iopt in the case of monopoly) as 
a ** cost ” and charged as a fixed overhead in reckoning the cost 
per unit at which it can provide any given output. By this 
means, Prof. Pigou’s theorem also is made to apply, not only to 
an “ equilibrium ” or representative ” or “ marginal ” firm, 
but to every firm in the industry. The bringing together of 
these two tlieorems, thus adjusted, is the pivot on which a groat 
part of the argument turns. They arc illustrated by a system 
of four plane curves — Prof. Pigou’s “ average ” and “ marginal ’’ 
cost-cui*vcs for the individual firm, the demand-curve ” for its 
output suggested by Marshall and applied by Mr. Sraifa in his 
path-breaking article (this Journal: December 1926) and its 
“ marginal revenue ” curve — a device for depicting the rate at 
which, for each various output, its total receipts incrca.so with 
an increase in output which has been used of late by several 
writers and students. To these are added four curves illus- 
trating the relation between the output of an industry (or firm) 
and its “ cost ” in various different senses which may, as was 
observed in the Journal for June 1928 (pp. 264 and 259, note 4) 
and is here more fully explained, be attached to this term 
according as it is, or is not, taken to include the excess 
earnings Avhich resources specially adapted to a particular 
trade can obtain over the minimum necessary to secure their 
services there. Such are the principal “ tools ” which Mrs. 
llobinson has collected in her “ box ” (p. 327) and wields with 
skill and effect. 

They are used most successfully, as it seems to me, in that 
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part of the book which deals with “ monopoly ” in the usual 
sense, i.e, in treating cases where there is only one seller (or 
buyer) of the commodity in question and he can appreciably 
influence its price by altering the amount he offers (or buys). 
In this field, the chapter on ‘‘ Price Discrimination ” (pp. 179- 
202) may perhaps be placed first in order of merit. The argu- 
ment here is intricate and highly ingenious and in several respects 
carries the matter a stage beyond the point at which it was left 
by Prof. Pigou. Next should rank the comparison of monopoly 
and competitive output ” (Chaps. XI-XIV, pp. 143-76), sections 
4 to 6 of Chapter XIV (on “ objections to the comparisons ”) 
being perhaps the most original and certainly among the most 
interesting passages in the whole book : the central, and novel, idea 
running through these chapters is that account must be taken of 
the monopolist’s power to influence the prices of the factors he 
buys as well as the price of his product — a marriage between the 
theories of seller’s and buyer’s monopoly which is happily and 
fruitfully consummated. Honourable mention should also be 
made of the full analysis of the tendency to “ exploitation ” 
(Chaps. XXV and XXVI), which, though a little meticulous, 
brings out several important points and includes (pp. 302-4) a 
very pretty application to the jiroblem of men’s and women’s 
wages. It is not possible in a small spate to describe, still less to 
criticise, Mrs. Robinson’s conclusions. For, as has been said, 
their significance lies in their detail — extensions, corrections, 
modifications of the existing corpus of theory, — an application, 
here, to a more complicated issue, a sharpening, there, of its 
precision. It must suflice to say that this part of the book is a 
definite contribution, in the classical manner, to the pure theory 
of monopoly. 

The part concerned with cases intermediate between mono- 
poly proper and simple competition (to be found mainly in Book III, 
but also in portions of Books II and VII and elsewhere) is — rather 
strangely in view of the title — less complete and, to my mind, 
less satisfactory. This is, I think, partly because some of the 
circumstances from which abstraction is made throughout are 
apt to be of more dominant significance in this class of case, partly 
because in this branch of her work the author has not so con- 
sistently resisted the temptation to use a “ technique ” which 
is admittedly designed for studying equilibrium positions ” 
(p. 16) in an attempt to analyse the elfects of change (see, in 
particular, Chap. VII, but cf. also Chaps. IV^ and V). But it must 
also be said that there is some teiulcncy here to evade difticulties 
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instead of facing them and that the handling of one or two leading 
conceptions (notably that of “ normal profit does not seem 
altogether secure. Space, however, or the lack of it, again forbids 
detailed comment. 

Some observations may be added on the broad merits of the 
method adopted, for Mrs. Robinson attaches as much importance 
to the “ technique ” she employs as to the results she arrives at. 

Terms are defined and assumptions stated more fully and 
clearly than is common in treatises on economic theory (though 
the meaning of a “ commodity ” and the nature of the mys- 
terious factor “ entrepreneurship ” are left a little vague) ; 
the argument is presented cleanly and with notable precision. 
These are great virtues. The “ high degree of “ abstrac- 
tion involved by “ the very severe simplifying assump- 
tions and the consequent impossibility of applying the results 
directly to the “ real world ” is fully acknowledged ; and this is 
a virtue too (if there are lapses from it here and there in the 
course of the book, who can throw a stone on that account?). 
The restoration of “ marginal revenue to its rightful place as 
the counterpart to “ marginal cost is a definite gain, attested 
by the number of independent workers w lio have lately recognised 
the necessity for it. ]3ut was such a large measure of abstraction 
really required ? In some respects, Mrs. Robinson retreats rather 
than advances on the road “ towards the far distant ideal of con- 
structing an analysis which will be capable of solving the problems 
presented by the real world (p. 327). There is surely no need 
at this stage to confine attention to the purely hypothetical case 
in which each firm produces only one “ commodity ” : nor (after 
the pioneer work of Marshall) to run away from the fact that 
firms may expand and contract, rise and fall, without any 
corresponding change in the output of the whole industry ; and 
the assumption that the quantity of the entrepreneur ” factor 
in each firm is fixed (so long as it remains in business) and requires 
a reward which is independent of the amount of its output seems 
quite gratuitous. No doubt, the first of these hypotheses makes 
diagrammatic treatment easier ; and diagrams are prominent 
throughout, so much so that the book might almost be called an 
essay in geometrical political economy. But if we are to move 
forward towards the “ distant ideal,” has not the time come 
when we must leave our diagrams behind — useful though they 
have been (and still are pedagogically) for elucidating some broad, 
fundamental ideas ? Even if the subject-matter is suitable for 
mathematical handling (which is open to question), are plane curves 
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adequate for the purpose ? It is significant that Mrs. Robinson 
has been obliged to “ call in the assistance of a mathematician to 
provide certain proofs ” based on the calculus of variations (p. 12), 
and that for one of the more complicated problems which “ finally 
yielded to geometrical treatment,” “difficulties” had to be 
“ cleared from the ground ” by “ analysis ” also supplied by a pro- 
fessional mathematician (p. 190) ; and it seems unlikely d priori 
that an instrument adapted to deal with functions of one variable 
only will prove supple and refined enough to be of much avail 
in tracing or displaying the immensely complicated network of 
mutually dependent influences which is encountered as we 
approach nearer to our real problems. One would have been 
glad, too (still with an eye on the “distant ideal”), to have found 
in the work of this young economist some attempt to supply 
the more glaring defects of the classical analysis : — to face, for 
example, rather than to ignore the facts that cost is not uniquely 
determined by output, that the supply and demand schedules 
(or curves) are not fully independent, and other similar diffi- 
culties ; and above all to develop a technique capable of deter- 
mining and forecasting the effects of change instead of elaborating 
the conditions required for stationary equilibrium, l^^or it is a 
radical weakness in curves of the classical tradition (and in the 
new ones here introduced) that they can properly be used only to 
describe a particular situation and that we cannot, in general, trace 
or illustrate the effects of a change or departure from the given 
situation by moving along them (a similar limitation applies, of 
course, to the analysis which lies behind them). And they are 
therefore inapplicable to the greater part of the problems en- 
countered on our march. But it is ill complaining, when we 
have been given so much, that we have not been given some- 
thing more or different : it is no criticism of the book before us 
to say that it is not another book. One minor blemish in the 
manner of presentation should, however, bo noticed. The 
author is too prone to attribute fallacies to other writers on 
insufficient grounds. Mr. J. R. Hicks (p. 97), Prof. Taussig 
(p. 156) and Marshall (pp. 49, 155, 168) are, for example, all 
treated in this way. G. F. Shove 

The Theory of Monopolistic Competition. By Edward Cham- 
berlin. Published Cambridge, Harvard University Press, 
1933. Pp. x + 213. Us. 

Professor Chamberlin has produced an important and inter- 
esting work on a branch of theory which is still in its early stages. 
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It has recently come to be realised more and more clearly that 
the concepts of competition and monopoly do not cover the 
whole economic field, that there is an intermediate area of great 
importance, probably of greater importance than the areas of 
pure monopoly and pure competition, and that, in order to analyse 
the phenomena belonging to this area, something more is required 
than the mere statement that it is intermediate. Professor 
Chamberlin has made a notable contribution towards the pro- 
vision of suitable weapons of attack, and he argues for the need for 
such weapons with vehemence and conclusiveness. Indeed, it 
is to be hoped that we have already reached the time when even 
elementary expositions of economic principles will recognise three 
branches in the theory of value, pure competition, monopolistic 
competition (if that is the best name for it) and pure monopoly. 
And it is not improbable that the importance of the first and third 
of these except as expository devices will steadily dwindle. 

This work has the great merits of clarity and brevity. It is 
amply illustrated with well-conceived diagrams. And, subject 
to two criticisms which will be advanced below, it appears to the 
reviewer to be in its main lines correct. In handling his subject 
Professor Chamberlain has sought by precision and thoroughness 
to elucidate and articulate the principal problems in a way most 
heli)ful to workers in this field; it still remains for a master mind 
(perhaps that mind will be Professor Chamberlin’s !) to introduce 
a greater measure of unity, to construct some apparatus by 
which it will be possible to demonstrate the various special laws 
as springing from a single sim2)Ic principle. Reference has already 
been made to the need for textbook treatment; it would not 
be possible to set out the fundamental doctrine of his book 
within the compass of a single chapter or lecture without Ujaving 
out what is essential or descending to the mere vagueness from 
which it is so desirable to escape. 

Professor Chamberlin breaks up his topic in the following way. 
In one section he treats duopoly and oligojjoly, in which fewness 
of competitors is postulated but all other monopolistic attributes, 
such as price and product diflerentation and selling costs, arc 
excluded. He then proceeds to a section on price and product 
differentiation, assuming first that the number of competitors is 
large and then that it is small. Finally he has a section on selling 
costs and compares his results with those achieved in the earlier 
sections. 

In his chapter on oligopoly he passes the famous theories of 
this subject in review. There is necessarily an old-fashioned 
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flavour in this part, from which Professor Chamberlin’s own 
contribution is not altogether free, lie sets out to show that 
conflicting results have been due to the authors’ adoption of 
alternative assumptions. His own conclusion is that if an 
migopolist takes into account all the effects direct and indirect of 
a change of policy on his own part, the resultant output of all 
the oligopolists will be equal to the output of pure monopoly. 
On these assumptions, namely those appropriate to pure com- 
petition except for fewness of competitors, there is no gradual 
transition from monopoly to competition, but a sudden break at 
the point at which the individual ceases to think that his own 
change will have any effect at all on the actions of others. There 
is no gradual descent to a purely competitive price with increase 
of numbers. . . . The break comes when the individual’s influence 
upon price becomes so small that he neglects it.” (p. 48.) If he 
takes cognisance at all, we arc right back at the purely monopo- 
listic outinit ; but if he takes no cognisance, output is at the com- 
petitive level. But under a separate sub-heading Professor 
Chamberlin makes allowance for “ uncertainty ” about what the 
competitors will do. 

On the face of it, this result seems rather unnatural, ft is 
well to pause to consider it, for th(» problem of oligopoly is not 
completely transcended in the lator sections. On the contrary, 
it lives on ; when all other monopolistic factors arc introduced, the 
distinction remains between the equilibrium when the number 
of monopolistic competitors is lai’ge, and that when it is small 
and they behave oligopolistically, taking account of the indirect 
effect of their actions on those of all comj^etitors. 

It is rash to enter unwarily into this notoriously difficult and 
treacherous territory. It may, however, be worth making one 
suggestion. Why do theorisers on this subject always assume 
productive costs to be nil i Is it the legacy of Cournot’s mineral 
springs ? Some cost curve is usually required in the general 
theory of value. AVhy should it be disptuised with in this special 
problem? or, if not dis])ensed witli, why should it be assumed 
that the supply available for each competitor is absolutely in- 
elastic? May it not be that the ciuious consequences spring 
from this unnatural assumption ? 

If an individual oligopolist incrccises his sales, wliilo the others 
sell the same amount, an ajipreciable drop in price will be registered 
in accordance with the demand curve of the market. Other 
sellers w ill tend to contract output in accordance with their own 
cost curves. This will mitigate tlie drop in price. An individual 
No. 172.— VOL. XLllI. YY 
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demand curve for the products of the oligopolist may.be con- 
structed on these Jines. The amount that he can sell with- 
out causing more than a unit drop in price is equal to the extra 
amount the market will take at that price plus the amount 
by which other sellers reduce sales when the price drop occurs, 
in accordance with their own cost curves. Thus the grad- 
ient of the individual demand curve is (arithmetically) less than 
the gradient of the market curve. In a given market it will 
be less the smaller is the individual. Moreover, since the 
Aarginal revenue curve will diverge from the demand curve 
more the greater is the output of the individual, his marginal 
cost will for this reason also be nearer the market price the smaller 
is the individual. For both these reasons wc should expect a 
gradual transition from the position of the monopolist, whose 
private demand curve is that of the market, through a series of 
oligopolists whose private demand curves become flatter the more 
there are and whose? marginal revenue curves diverge less the 
flatter arc the demand curves and the smaller arc the oligopolists, 
to the position of perfect competition when the demand curve is 
horizontal and its value equal to that of the marginal revenue 
curve. Professor Chamberlin’s ‘‘ break ’’ disappears. 

In his section on price and product differentiation Professor 
Chamberlin has to deal with tilted private demand curves 
and their relation to private cost ptarabolas. He draws twD 
private demand curves (p. 91), one showing the private demand 
when other producers hold their prices constant and the 
other showing the demand for the 2 >roduct of any one seller on 
the assumption that comi)etitors’ prices are always identical with 
his. He traces the relation of these curves as the individual 
adjusts his output in an illuminating and elegant way. In 
the section on selling costs, ho draws two analogous soiling cost 
curves, and there is an interesting 2 >arallelism between the 
two picc(js of analysis. His general conclusions with regard to 
monopolistic comi)etition compared with pure competition are 
that prices will be higher, costs higher, the scale of production 
smaller and the number of producers more. Prolits, however, 
will tend to bo the same. 

Professor (Jhamberlin assumes free entry. Hence the tendency 
of profits to a competitive level. With regard to price policy, if the 
sellers seek equilibrium in a com 2 )otitivo way, viz. do not take ac- 
count of the indirect effects of their policy on others, output will 
rise\lirectly[to"a point where their profits arc compptitive. Prices 
will be high in consequence of the tilted private demand curve. 
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But if they behave oligopolistically and hold prices higher still, 
thus securing genuine monopoly profits, new competitors will enter 
the business, until profits are reduced to the competitive level. 
Thus the net effect of oligopolistic behaviour is not to raise profits 
for the individual, but to produce a great excess of capacity, and 
an enhancement of prices : they will all produce at a much 
liigher point on their private cost parabolas, they will all be pro- 
ducing greatly under capaedty at a very high cost, owing to the 
failure to spread overheads, and the high prices consequent upon 
this bring them in no monopolistic gains. It is ])crtinent to 
inquire why the oligopolistic competitors, whose si)ecial attribute 
is that they trace out to the last stage the elfcct of their policy 
on the existing competitors, give no thought to the possibility 
of attracting new competitors and spoiling their position in that 
way. Why arc they so long-sighted with regard to their existing 
rivals’ reactions, and yet in blinkers with rcgtird to the possibility 
of new competitors ? 

But there is a deeper criticism. Surely the assumption of 
free entry is one which, along with all the other assumptions 
appropriate to pure competition, requires challenge. Professor 
Chamberlin has done well to show what the consequences are 
of assuming free (aitry on the one hand and price and selling 
conditions appropriate to monopoly on the other. But the 
opposite assumption of impediments to entry should also have 
been given a substantial place. He does make a passing con- 
cession to the other point of view. In so far as profits arc 
higher than the general competitive level in the field as a whole 
or in any portion of it, new competitors will, if possible, invade the 
field, and reduce them. If this were always j)ossiblo, as hitherto 
assumed, the curves would always be tangent and mono])oly 
profits would be eliminated. In fact it is only partially possible. 
As a result, some (or all) of the curves may lie at various dis- 
tances to the right of the point of tangency, leaving monopoly 
profits scattered throughout the grou]) -and tliroughout the 
price system.” (p. 113.) A fuller treatment than this is desirable. 

Professor Chamberlin uses average curves throughout. He 
is well aware of the relation of these to marginal curves, and dis- 
cusses it at various crucial points in the argument. A still fuller 
treatment of the marginal ])robIem, especially where he dis- 
cusses the relation of tlio two ])iivate demand curves already 
referred to, would liave givem his exposition the virtue of com- 
pleteness. 

At, one point Professor (,^hamberlin appears to have slipped 

Y Y 2 
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into error. On p. 27 he argues that “ price fluctuations render 
the volume of sales inevitably greater than the equilibrium 
amount w^iich is indicated by the demand and supply curves.’* 
To establish tliis point he uses an argument which would bo 
appropriate to a simultaneous manifold of prices, but not to a 
variation of prices through time. He says that when prices arc 
high, some sellers normally excluded will come forward and when 
prices are low some normally excluded buyers. “ Since none 
of the normally included buyei-s and sellers can by any circum- 
stances be left out, the total amount exchanged must be greater 
than that which would equate supply and demand.” But. .this 
is not so ! When prices are high, some normally included sellers 
are loft out. Price fluctuations, as her himself argues, are duo to 
imperfect knowledge and foresight. Prices are sipmetirncs high, 
precisely because certain normally included sellers through lack 
of foresight have failed to make the goods available, which they 
would have been ])erfectly willing to do, had tju^y foreseen what 
the state of the market would be. Some further comments on 
the effects of sj)eculatioii are vitiated by this. 

The “ dotted curve ” mentioned in the text on p. 115 is not 
present in the figure on p. 114 to which the i*efercnco is made. 

Professor Chamberlin has also some provocative appendices. 
This book should i3lay an important part in securing for the theory 
of monopolistic competition an established place in our corpus 
of doctrine. 

R. F. Harrod 

Theory of Economic Equilibrium. A dndy of marqimil ami ultra- 
marginal phenomena. By Attjlio da Emcolt. (('hieago : 
Christiano and Catenacci Publishing Co. 19:11. Pp. 184. 
$3.) 

At the present time tlic develoj^mcnt of the pure theory of 
value is in a curious state of confusion. On the one hand, con- 
siderable advances are being made in giving ju’ccision and subtlety 
to the analysis; on the other hand, the most luimitive fallacies 
are still to be found even in the works of writers who are engaged 
in contributing to the advance. 

Of this confusion Pr. da Emixdi’s book is a striking example. 
For instance, the dichotomy inherited from Cournot and Marshall 
between agricultujral industries “ subject to diminishing returns ” 
and manufacturing industries “subject to increasing returns” is 
accepted as an axiom. Now it is^jipssible to argue that in many 
agricultural industries the optimum size of firm is likely to be 
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small (because of the lack of uniformity in the tec^hnical con- 
ditions of production), whereas a large optimum size is common 
in manufacturing industries (though such a yriori generalisations 
about the nature of the real world arc neither very well-estab- 
lished nor very useful in analysis). And it is possible to argue 
that rising supply price may often be found for agricultural 
commodities (because of the limited supply of certain natural 
factors of production). But Avlien a writer who appears to be 
discussing the problem of the optimum size of firms summarises 
his argument thus : “ The most important source of diseconomies 
is the tendency of natural resources towards increasing costs. 
These diseconomies can be considered as internal to and special 
to a firm in those industries under increasing costs (agriculture, 
mining, etc. and external to and general in an industry or group 
of industries under decreasing and constant costs,” the reader is 
plunged into helpless bewilderment. 

A second source of confusion is the dichotomy betwf'en 
monopoly and competition. There arc two distinct strands of 
thought in the notion of competition. One is that in a perfect 
market with a largo number of sellers no individual seller can 
produce any a])preciablc effect upon the price of the commodity 
by altering his output. The other is that where there is free 
entry into an industry no firm in the long run can enjoy a price 
greater than average cost of production (including rent of superior 
ability), so that profits must be normal. Tlie word monopoly 
can be used to describe an absence of either of these conditions. 
It may mean a state of affairs in which the individual firm has 
some degree of control over price (either because the market is 
imperfect or because the number of sellers is small), or it may 
mean a state of affairs in which the firm can make an abnormal 
profit in the long period bccau.se entry into the trade of fresh 
competitors is impossible. 

It is necessary to keep these two meanings of competition 
absolutely distinct, and Dr. da Empoli is at great pains to separ- 
ate them with his ‘‘ internal competition ” and “ external com- 
petition.*’ But he entirely fails to recognise that the word 
monopoly has a corresponding double meaning. He quotes 
Professor Amoroso (p. 55), who proposes to use the word monopoly 
only to describe the absence of free entry, and after showing for 
five pages that he has failed to take Professor Amoroso’s point, 
he' bnds by defining an absence of competition as a situation in 
which the producer can fix the most profitable price. This 
definition is in no w^y a substitute for Professor Amoroso s defini- 
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tion, and even on its own ground it merely begs the question, since 
the most profitcable price for the individual producer is deter- 
mined by elasticity of demand for his output, which, in turn, 
depends upon the degree of ewnpetition which is present. 

FinaH^ (and this confusion runs throughout the book and 
vitiates much of the analysis), Dr. da Empoli’s entrepreneurs 
(althouglr they arc expressly stated to be aiming at maximising 
their profits) appear to attach some mysterious significance to 
the output at which average cost is a minimum. For instance, 
when the number of firms is fixed, ‘‘ the output of each individual 
producer would be in such relation to the total output of the 
industry as a whole, that any one of them, in a stiff fight for the 
existence of their firm against the actual competitors, would in 
every case produce the maximum output at a minimum cost, 
*^realising-only his salary as manager of the fii-m.*' 

But in spite of all this the problem^ on which Dr. da Empoli is 
engaged are interesting and important. Many of his criticisms of 
writers on duopoly are excellent. After pointing out that Cournot 
makes each duopolist assume that the other’s output is independent 
of his]own, while Edgeworth and Bertrand make each assume that 
the other’s price is independent of his own, Dr. da Empoli re- 
marks that the duopolists must soon discover that both assump- 
tions arc erroneous “ unless they should bo suffering from chronic 
amnesia.” Again, the chief problem with which he is concerned 
is of considerable interest. He shows that the average cost curve 
of a firm is not in fact the smooth U -shape which we are accus- 
tomed to draw, but must, for technical reasons, bo composed of 
a series of small waves, since a small increase in output can often 
only be made by making an appreciable discontinuous increase 
in equipment. But the method that he j)roposcs for dealing with 
this problem is not an improvement on traditional methods, lie 
calls the cost of the output being produced “ marginal cost ” and 
the cost of a greater output ‘‘ ultra-marginal cost.” Similarly 
lie calls the demand price of the actual output “ marginal utility ” 
and the demand price of a greater output “ ultra-marginal utility.” 
With this rather cumbersome machinery he gets some correct 
results (though the confusion between demand price for the firm 
and for the industry often leads him astray). But his results 
can be got more simply by traditional methods. If we know the 
average costs of successive outputs for a firm, we know marginal 
cost to the firm (in the orthodox sense), and if wo know the 
supply price of successive outputs for an industry, we know the 
slope of the supply curve. The “ ultra-marginal ” idea adds 
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nothing fresh and the traditional apparatus can easily be adapted 
to deal with the problems, in which ho is chiefly interested, of 
discontinuities in output and in average cost. 

Dr. da Empoli has raised many interesting questions, and 
anyone who had the patience to disentangle them from his 
obscure pages and restate them with precision would achieve 
many important results. 

Jo"AN Robinson 

Monetary llieory ami the Trade Cycle. By F. A. Hayek. (Lon- 
don : Jonathan Cape. Pp. 244. 65 .) 

This is a translation of Professor Hayek’s Geldtheorie and 
Konpmlcturtheorie, which appeared in 1929. The author sets out 
to show the necessity of the monetary approach to Trade Cycle 
theory, but rejects as inadequate those monetary explanations 
of the cycle which are based merely on the value of money. In 
his view fluctuations in the price level as a whole do not go to 
the root of the matter. 

“ Any future monetary Trade Cycle theory . . . will liavc to 
examine not movements in the general price level, but rather 
those deviations of jiarticular prices from their equilibrium 
position which were caused by the monetary factor ’’ (p. 116). 

“ Every disturbance of the equilibrium of prices leads neces- 
sarily to shifts in the strucitiire of producjtion. . . . Monetary 
theory no longer rests content with determining the final reaction 
of a given monetary change on the purchasing power of money, 
but attempts instead to trace the successive alterations in par- 
ticular prices, which eventually bring about a change in the 
whole price system ” (pp. 123-4). 

Professor Hayek’s more recent work, Prices and Production, 
may be regarded as a more detailed explanation of w4iat these 
passages mean. In the work now under review he gives us only 
a very brief treatment, so brief that a reader not already acjquainted 
with his theory might easily miss tlie ])oint. 

“Every given structure of production,” he says (p. 212 ), 
“ requires a certain definite relationshi]) between the prices of 
the finished products and those of the means of production. In 
a state of equilibrium the difTercncc necessarily existing between 
those two sets of prices must cori’cspond to the rate of interest.’’ 

“ The price margins^ bctw^eeii means of production and pro- 
ducts , . . can only remain constant and in correspondence with 
the rate of interest so long as the proportion of current income, 
which at the given rate of interest is not consumed but reinvested 
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in production, remains exactly equal to the necessary capital 
required to carry oii^Tproduction. Every change in this propor- 
tion must be^n by impairing the correspondence of price margins 
and the interest rate ; for it influences both in opposite direc- 
tions, and so leads to further shifts in the whole structure of 
production, representing an adjustment to altered price relation- 
ships.” . 

Professor Hayek contrasts changes resulting from changes in 
the saving activity of individuals, which are “ self-perpetuating,” 
with those due to additional credits granted to entrepreneurs. 
The injection of money into circulation by credit creation acts 
only temporarily. As soon as the additional money becomes 
income, capital creation reverts to normal, unless new credits are 
granted . 

Professor Hayek, following the methods of Bcihm-Bawerk, 
relates the rate of interest to ‘‘ price margins ” between those 
classes of capital goods which yield results in longer or shorter 
periods. Under equilibrium conditions the class of capital goods 
which yield finished products in, say, five years would have a 
price level lower by one year’s interest than the class of capital 
goods which yield finished products in four years. 

But those price margins are a mere fiction. The capital 
goods yielding finished products in five years do not form a 
separable self-contained group. "Jliey are a heterogeneous col- 
lection, containing many members in common with groups yield- 
ing finished products in four years or six years or other periods. 
Practically every" ccmimodity would belong to several groups, 
and the same commodity would of course command the same 
price wherever it occurred. And where different commodities 
arc found in different groups, what intelligible meaning can be 
assigned to the price margin ? if the ])rice of a shirt goes up 
and the price of a loom goes down. Professor Hayek would say 
that the price margin between them has increased. But how are 
we to calculate what price margin between looms and shirts 
corresponds to a given rate of interest \ The only case where a 
price margin exists at all is that of a commodity bought and 
sold by a dealer with no intervening change in its condition, and 
there the difference between buying and selling prices covers 
other costs besides interest, and includes profit. 

If interest is to be thought of as a inargin, it is not between 
one price and another, but between prices and In a state 

of equilibrium prices throughout the economic system are equal 
to costs, provided normal profits bo included in cost. If by a 
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price margin we mean the difference between price and the total 
of all C 06 ts except intereat, then tlie price margin is eqyal to interest. 
If we suppose equilibrium to be dis^turbed by a fall in the rate of 
interest, there will be a general fall of costs. In the first instance 
this will yield additional profit to producers. There will follow 
an increased demand for capital goods, which may be accom- 
panied by a rise of j)rices, and an increased output of consumable 
goods, which may be accompanied by a fall of prices. To regain 
equilibrium, the price changes must between them just offset the. 
reduction of interest, but that merely means that prides must 
be adjusted to costs, and all exceptional profits eliminated. 

For Professor Hayek’s purpose the important case is that of 
the creation of credit, lie assumes too readily that credit 
granted to entrepreneurs will be apidied to capital creation.'* 
In practice the greater part of the (iredit granted by banks is not 
for the construction of fixed capital but for working capital and 
for holding stocks of goods. If a trader holds goods in stock for 
a longer period, tliat is a modification of the structure of pro- 
duction, in that the interval between the productive processes 
and consumption is lengthened. But the actual result of credit 
creation is to swell demand and hasten sales, so that on balance 
stocks are little if at all increased, and the ^interval is shortened 
rather than lengthened. When Professor Hay ok says that “ a 
low rate of interest first raises the ])riccs of capital goods and 
only subsequently those of consumption goods ” (p. 175), it must 
be remembered that for this purpose capital goods include con- 
sumption goods, even in the finished state, at wholesale. 

Professor Ha^^ek finds the explanation of the trade cycle in 
the characteristic of a growing community, that the banks must 
be constantly putting the rate of interest below the equilibrium 
level to induce the appropriate increase in the means of pajuiient. 
But he does not explain why this cause should operate periodically 
rather than continuously, or why, if it docs, the period should 
approximate to ten years rather than ten months or ten days. 
To explain the actual duration of the trade cycle, he is imilined 
to bring in the non-monetary causes (pp. 185-7). 

Non-nionctary theories of the cycle he has disposed of in the 
earlier part of the book on the grounds, partly that “ it is only 
when the pricing process is itself disturbed that a misdirection 
of production can occui’,i? and partly that ‘‘all non-monetary 
trade cycle theories tacitly assume that the producjtion of capital 
goods has been made ]X)ssibIe by the creation of new credit 
(p. 90). 
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It would li^m that the decisive consideration is that “a 
process of progressive increase in the supply of money cannot be 
maintained under our existing credit system, especially since, as 
it proceeds, more extensive use will be made of cash (p. 216). 

It is not quite clear why this progressive increase cannot con- 
tinue indefinitely at a rate corresponding to the growth of popula- 
tion and wealth — say, two or three per cent, per annum. If it 
proceeds at a much greater rate, it will no doubt be brought to 
end by the banldng system. But Professor Hayek offers no 
explanation why that should occur. R. G. Hawtrey 

The Qpnflict of Values, By J. R. Bellerby. (London : 

Education Services and Richard Clay & Sons. Pp. x -f 204. 6s,) 

There must be some good reasons when a man like Mr. 
Bellerby, who has made his name as a writer on currency and 
credit, loses all interest in current economic doctrine and devotes 
all his thoughts and energies to the problem of the reconstruction 
of society and its ethical basis. Prominent amongst the reasons 
doubtless are his reaction to the widespread desire in this country 
to see the manifest injustices of the competitive system eliminated, 
and to the growing conviction that a fundamental change of the 
economic system is needed which will largely eliminate com- 
petition and substitute a planned control, or operation, of in- 
dustries and services. His capacity for independent and original 
thought assures him that an economic system which is to function 
efficiently and secure the welfare of all involves action by most 
individuals from motives quite different from those now jHominent 
in business. He is aware that the economic organisation of any 
age is largely dependent on the positive morality of the people 
at that time, and changes with it. An orderly advance of a 
nation to a wholly different economic system would be facilitated 
by having a clear objective — an architect’s plan ” of the eco- 
nomically desirable state ; and in his Conlribuiive Society, published 
in 1931, Mr. J^cllcrby gave us an outline of an ideal society, with 
some sketch of how it might be reached. 

But more important than his plan, which, so far as it went, 
was not convincing to those who observe present tendencies, 
and more important than his particular proposal for establishing 
it, was his recognition that it depended on the acceptance by 
individuals of new “ values ” in life.t The attitude of men to 
their neighbours and to society as a whole must bo one of desire, 
and even anxiety, to contribute to the common good. 

No conception of the ideal economic state founded on mutual 
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contribution can be more than a skeleton, however, if there is 
no clear idea as to ultimate values "Which are to be sought, and if 
agreement cannot be assumed as to the method of reaching them. 
Is the ideal state to bo militaristic, with rigid discipline for all, 
and is valour in war, in life-saving, or in discovery to be the 
highest good ? Or is the state to aim at the encouragement and 
perfecting of a new religion, through which all other values which 
have goodness will bo achieved ? Or, again, are freedom, art, 
and the material welfare and happiness of all to be the direct 
objective? The author tried to answer such questions as these 
at the conclusion of his book A Coniributive Society. A chapter 
written to be the last of that book api)cars as the first of his 
present work. The Con(l'ict of Values ^ for Mr. Bellerby, dissatisfied 
with some aspects of the Contributive Society as ho had outlined 
it, boldly decided to put to the test of actual trial the ideas in 
A Contributive Society. 

In the second chapter is described an experiment which the 
author made in conjunction with a number of others who deter- 
mined to live as far as possible in accordance with the rules 
outlined in A Contributive Society. They formed a group 
called The Neighbours,’’ whose aims were founded on the 
philosophy of values outlined in the first chapter. The two 
following chapters analyse and criticise the ideas put forward 
in A Contributive Society in the light of the results of the 
experiment; and they are followed by two chapters of a con- 
structive character on the concepts of the ideal state and the 
conflict of values, whi(?h bring the book to an end. 

In its important parts this book is by no means easy reading, 
and the subject-matter and expressions are so strange to econo- 
mists that much of it requires reading a second time for the 
author’s object and meaning to become clear. Mr. Bellerby is 
a highly original and independent thinker, courageous and 
sincere, and obviously possessed by the contributive urge. Whilst 
this study belongs to normative economics, it has importance 
for those interested in pure theory, if only as a demonstration 
of the futility of attempting to seek the causes of economic actions 
without first trying to understand the psychology of the actors. 
The mere fact that the old crude hedonistic basis of economic 
theory has been discarded does not mean that economists can 
neglect psychology any* more than physiologists can ignore 
chemistry. Mi*. Bellerby, however, is perhaps too independent 
in his ethics and psychology; and by psychologists, at least, he 
will be regarded as an amateur. 
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His logic, moreover, is by no means beyond question. He 
develops his theory of values from the idea of purpose. “ As 
far as can be judged, the peak towards \vhich evolution has so 
far converged has been the creation of personality. If we con- 
template, for instance, the fact of consciousness — ^the most 
profound miracle of existence — and trace the development of 
consciousness into intellect, of intellect into considered purpose, 
of purpose into character, the conclusion seems inevitable that 
the end and focus of the wliole process is personality. Evolution 
throughout time seems to have massed itself for this achievement. 
And the work persists. 

“ If this is so, and if, therefore, the development of personality 
may be ranked as high purpose, it follows that the economic 
system, to be itself ptirposive, must contribute to the develop- 
ment. Its processes must be such as to challenge and demand 
character, and its product must aid men to strong growth. 

It follows, further, that in an^'^ scheme of purpose, whether 
practically or abstractly considered, the central feature of the 
scheme must bo the work of expanding personality ” (pp. 10-11). 

In the sequel the ifs ” seem to be forgotten. Nevertheless, 
his observations are profoundly true, Personality cannot be 
created in a vacuum. “ If the sjuritual values of character are 
desired, there must be some physical activity in relation to which 
the spiritual values may arise” (p. 12). A ‘Sveb of purpose ” 
is needed. The physical elements in jjurpose arc : Things of 
Beauty and the search for beauty; Truth, and the pursuit of 
knowledge. In relation to these there come into being tlie 
spiritual values. Personality, beauty, truth, and affection (or 
love) are the highest values, and the ideal social system must 
permit the expression of these to the maximum. Industry’s 
contribution to purpose is discussed in an interesting section, 
which, however, seems to require some revision. The author 
finds himself com])elled, for once, to compare mass production 
and pure handicraft on the basis of total mli.sfaction ! 

The last two chapters, on the concepts of the ideal state and 
the conflict of values, are the most finished and useful. We 
have here graphically presented six conce]>ts of the ideal state of 
existence in heaven or on earth : the Vikings’ Valhalla, where 
Odin, God of War, received the souls of those slain in battle; 
Nirvana, of the Buddhists ; Plato’s Republic ; More’s Utopia ; 
Francis Bacon’s New Atkintis and William Morris’s News from 
Nowhere, And these represent to their believers or authors six 
different schemes of values, each with a different value pre- 
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dominant. The Vikings enjoyed adventure and battle, and 
their heaven corresponded. Nirvana is a state of peace, personal 
tranquillity and security attained through wisdom. Social 
harmony was Plato’s ideal, based, not on abolition of class dis- 
tinctions, but on education and a perfectly adapted system of 
laws. Utopia elevates filial obedience, family and social 
discipline, and religion, and other virtues making for the cohesive 
semi-monarchical state. For Bacon nothing really mattered 
except science— knowledge for its own sake and for the benefit 
of man. Morris, architect, craftsman, man of affairs, and writer 
of poetry and historical romances, believed in happiness attained 
through self-expression in activities, especially in construction 
and skilled handwork. He was convinced that universal freedom 
of expression would bring out the goodness in men, and ultimately 
abolish the need for propertj'^ rights, money, law and government. 

These schemes of values are mutually conflicting; but they 
are only six out of a much larger number of schemes of values 
which are ardently believed in at the present day. How then is 
the ideal state to be planned if there is no agi'cement as to funda- 
mental values ? This is the main theme of the last two chapters, 
though its devcloj)ment is somewhat impeded by lengthy examples 
and digressions. Tlie ideal state, says the author, calls for the 
construction of an ideal economic system, an ideal politicial 
system, and the discovery of ideal personal activity. It is the 
search for the last, and for real values, and how men can be given 
freedom for self-expression without conflict, that engage the 
author’s mind; and he comes to the wise conclusion that if a 
person attempts an intellectual judgment as to what conduct 
of his, or kind of work, would lead to his maximum self-expression, 
he is more likely to be wrong than right. The decision must be 
that of the heart rather than the head. 

Moral satisfaction comes only through the right choice of 
values; but to avoid conflict there must be, even in the ideal 
state, some widely accepted scale of values. Values being 
different in kind, howev'er, there can l)c no common unit of 
measurement; and there is only one thing to which a value can 
be relative : a Plan. It is the function of religion to supply 
such a plan; but, in the solution of I'onllicts of values, religion 
must succeed if religion is to have any meaning at all ” (p. 195). 

Mr. Bellerby has shown his power of gra.s})ing the funda- 
mentals of life and seeing them in relation to the problems of 
Western civilisation. He has given us a book full of idealism, 
which lifts the economist and politician (if he will read it) right 
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out .of the futilities of piresent eontfbversies about currency 
reform, tariffs, and the number of guns tb be allowed to each 
nation. The inference seems to bo, though Mr. Bellerby does 
not specifically say so, that when a new and definite scheme of 
values has become v^idely accepted iff the advanced industrial 
countries, the economic structure of society will be rapidly 
changed to accord with it. Whether the author’s stylo and 
views commend themselves or not at first reading, the book 
cannot but be highly stimulating to all who dare to think out 
the fundamentals of life. 

H. S. Jevons 


Economkt Equality in the Co-oimative Commonwealth, By H. 

Stanley Jevons. (London : Methuen & Co., Ltd. 1933. 

Pp. XX + 355. 106*. (id.) 

To the making of Utopias there is no end, since almost any 
thoughtful person could devise a better world than the one w^o 
live in. There is no finality in human nature as we know it, and 
nothing forbids the assumption of possible development in any 
direction that appeals to mh . 

Mr. Jevons postulates a general growing desire for a new and 
orderly economic system which shall realise social justice.* 
Socialism, howwer, is rejected by him as inevitably self -destruc- 
tive, since any recognised form would still })erpctuate differences of 
remuneration for different services with their attendant jealousies 
and friction. Nothing but complete equality of reward, which 
can best be attained by the abolition of money, can (in his 
opinion) ensure a stable order. 

After a description of the very familiar defects of the Capitalist 
System Mr. Jevons concliules that when all its waste and evils aie 
things of the past, when the community need no longer support 
either the idle rich or the delinquent poor, when pa 3 nnent for risk- 
bearing and the existing high costs of distribution have been 
eliminated, when production and improved processes will (as he 
assumes they must) have forged and leaped ahead almost beyond 
our power of prevision, there will be sufficient material wealth to 
ensure for everyone a standard of living equivalent to that re- 
presented to-day by an income of £12 a week, which, in the 
absence of anxiety about liealth and solicitude for the education of 
children, will be adequate for physical and mental health in every 
occupation. There will be an end of all deceit, double-dealing, 
selfishness and cupidity ; there will be general good-will, brotherly 



1933] 


JBVONS: ECONOMIC EQUALITY 


677 


love and a universal whole-hearted desire to serve the commun- 
ity ; there will be joy in achievement and a great revival of artistic 
creation. Here the reader may be forgiven for adopting a sceptical 
attitude. Can so much be expected from the change, if indeed 
the change can be realised ? Becky Sharp wiis quite sure that she 
. and Rawdon could be so good if they had but the money. Many 
others both in fact and fiction have suffered from the same con- 
viction. Mr. Jevons is convinced that the opposite holds good. 
He is not, however, always consistent, for he believes that jealousy 
would bo fatal to Socialism. Will Communism leave no such 
loop-hole or will it succeed in eradicating jealousy and incidentally 
all other unworthy motives ? Is the passion for equality a desire 
to give of our abundance or merely a dislike of seeing others served 
better than ourselves? Mr. Jevons’s replies to these and other 
pertinent questions are no more satisfactory replies than those of 
other theorists. He confines himself to pointing out that we have 
already learnt to subordinate individual to class interests, and 
that to subordinate them to the interests of the whole com- 
munity will be but a short step farther. The more fortunate 
classes will eventually give up their i)rivilcgcs without a struggle, 
whether from necessity or from convi(;tion. But he insists on 
the need for intellectual preparedness and gradual transform- 
ation, and even recommends the postponement of the transition 
until such material progress has been achieved that the sacrifices 
imposed upon the upper and middle classes will not be too great. 
Whether this is a measure of social justice or a concession to 
expediency is not quite clear. 

This volume is evidently the writer’s viagnmti opus, the fruit 
of many years’ work and careful thinking. Like many deferred 
publications, it suffers from such postponement. It is, however, 
undoubtedly interesting ; it is couched in temperate language, and 
even if some of the remedies proposed seem fantastic many of 
the criticisms of the existing order will command ready assent. 

An appendix entitled ‘‘ Mill on Communism ” consists of an 
extract from the famous Book II, Chapter I of the Principles, 
which makes in a few pages as good a case for Communism as has 
perhaps ever been made by any writer however voluminous. But 
the extract, surprisingly enough, stops short of the arguments 
adduced by Mill on the other side. 


H. Rrynaru 
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Prices, By Ceobgb ¥, Wabren, Ph.D., Professor of Agricultural 
Economics and Farm Management at Cornell University, 
and Frank A. Pearson, Ph.I)., Professor of Prices and 
Statistics at Cornell University. (New York: John Wiley 
& Sons, Inc., and London : ChapmaA and Hall, Ltd. 1933. 
Pp. vii + 386. 25s.) 

The authors of this discussion of the lawit'of prices state in 
the preface that their aim is “to add something to the science 
of economics, something to the disseitiination of knowledge, 
and to help individuals with their immediate problems, so that 
they may adjust their affairs to the probable economic weather.” 
For these purposes they have collected together a vast amount 
of information on index-numbers, production, money, gold and 
prices, panics, silver, inflation and deflation, Avages, debts, taxes, 
real estate, stocks, and various sections of the history of prices. 
To deal with the book fully Avould require a treatise of nearly 
the same length and a reviewer must be content to deal only 
with a few significant fragments. This laborious and con- 
scientious work cannot help but attract much (Titicism and at 
the same time much approval; it Avill be welcomed by some as 
yielding sup})ort to theories of tlie monetary determination of 
prices and business, Avhile to others parts at least will appear 
fantastic. 

The discussion opens with a comparison of the prices of 
individual commodities with the general price-level; the former 
fluctuate about the latter, and where prices decline, as in farm 
products, the cause is not over-production but “ a rise in the 
value of money,” or, to take another example, “ the serious 
thing was the decline in the general level of commodity prices 
which dragged the hog cycle down.” Production is then examined 
and an index for crops, forest products, and minerals shows for 
the United States an annual rise of 1*73 per cent, per head before 
the War (ap})arently from 1839 to 1914) and an annual rise of 
only 0-()4 per cent, from 1915 to 1929. “ There is no basis for 

the belief that high production is the cause of the depression.” 
“ For an explanation of the price changes, wo must look outside 
the commodities themselves. The logical place is to look at 
the other side of the price equation.” The following quotations 
illustrate the authors’ views on recent price history, when prices 
were high from 1915 to 1920 and again (after a great fall) from 
1921 to 1929, followed by a collapse. “Attempts to explain 
higli prices in terms of war demand for food do not explain why 
commodities wore worth only a little more than pre-war in terms 
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of silver or in terms of practically anything else except gold. . . . 
It was gold rather than commodities that (;hangcd in value. 
The value of gold was determined primarily by world supply 
and world demand.’’ “ From 1921 to 1929, prices were at all 
times high for the worid gold supply, but were low for the United 
States gold supply. It seems probable that the growing interest 
of the world in a^umulating gold so as to go back to the gold 
standard was steadily influencing the value of gold.” “ Many 
economists have been misled by attempting to explain the price- 
level on the basis of gold supjjly alone without considering the 
price-level to which business was adjusted. The low value of 
gold and -resulting high prices from 1916 to 1928 were due to 
low demand for gold for monetary uses. The gold panic of 1929 
and the collapse in the price structure were due to a sudden 
world-wide return of the demand for gold. On the pre-war 
relationships of gold to production of commodities there was 
about enough gold to sustain pre-war prices. The demand was 
greater than if there had been no w^ar because every country 
desired high reserves to establish confidence. . . . Since there was 
only gold enough for about pre-war prices with normal demand, 
prices below pre-war were and are to be expected. But all the 
gold-using countries that had not reduced the weight of gold in 
their coins had become adjusted to a commodity price-level of 
about 40 to 60 per cent, above pre-war.” 

It is hoped that the foregoing gives a fair summary of the 
central part of the authors’ doctrine. The rest of the book is 
occupied with the discussion of particular problems and with 
the reinforcement of the argument from various points of view. 

Something may usefully be said with regard to some of the 
index-numbers used in the debate. Professors Warren and 
Pearson in their first chapter give an index-number w’hich, they 
claim, “ represents very accurately the general trend of whole- 
sale prices in the United States from 1720 to 1932.” 'Jdie authen- 
ticity of an index-number of prices depends, firstly, on the re- 
presentative character of the quotations chosen and, secondly, 
on their ‘‘ weighting ” according to the relative importance in 
the economic structure of the industries to whi(*h they belong. 
That relative importance changes not only according to place 
but in time, and it follow's that the price indices of different 
countries can only be compared with limited accuracy, and that 
any index-number falls out of gear after the passage of a limited 
number of years. Consequently, the continuance backw^ards for a 
century or two of an index based on a modern period, 1910-14 
No. 172.— VOL. XLiii. 
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in this case, may well be the cause of misleading deductions. 
In another table the base period is 1880-1914, during which the 
relative position of different industries was changing so rapidly 
and greatly as to give little meaning to an average. 

A table of considerable importance is shown on p. 48. It 
gives index-numbers of the physical volume of world production 
from 1840 to 1931, based upon a series for 1865-1931 prepared 
for the Federal Reserve Bank of New York by Carl Snyder; the 
earlier indices are obtained by the backward projection of the 
Snyder curve, checked by an index-number calculated on shipping, 
railroad mileage, cotton, coal, and pig iron. Snyder is a statis- 
tician of eminence, but still, with all respect, one must demur 
to such calculations being taken as a source for economic 
deductions. They are curious, and probably represent the trend 
of development, but very doubtfully its magnitude. When 
associated by our authors with equally uncertain figures of world 
population to give output per head, they produce only the shakiest 
foundation for monetary theory. Another table (pp. 78-9) of 
gold stocks is open to a similar criticism as regards the uncertainty 
of the earlier data on wdiich all the others depend ; even recent 
figures, involving calculations of the use of gold in industry and 
of the absorption of gold in hoards, are in some degree imprecise. 
It follows, therefore, that the ratio of gold to world production, 
of one unsure estimate to another unsure estimate, when used 
for comparison with an index-number of gold prices (which 
itself is questionable, since it is open to the criticisms made above, 
of long duration and of wide basis — 18S0-1914) can only yield 
arithmetical results alike doubtful when the two series agree and 
when they disagree. 

It would ai)pcar to be an error to compare, as on p. 71, prices 
and production in the United States of commodities like wheat 
and maize, the prices of which arc regulated in a world market 
and should be com})arcd wilh world production. For example, 
it is stated that between dune 1929 and June 1931 the Chicago 
price of maize fell by nearly 38 per cent, though the crop was 
26 per cent, smaller; the world crop of 1930-31, which would 
influence prices in 1931, was, however, less than 5 per cent, below 
that of 1928-9. Again, the Chicago price of wheat fell by 38-5 
per cent, in 1029-31, but world production declined by only 
5 per cent.; world stocks, however, rose by 26 per cent., thus 
affording a sufficient explanation of the fall in price. In the same 
connection it may be observed that to compare with price move- 
ments the changes in output per head of the population of the 
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producing country is meaningless in the case of export com- 
modities. 

Henry W. Macrosty 


Booms (i7id I)c,]}T€ssioifts .* Some JPiYst PTiuciples, By Irving 
Fisher. (London : Allen and Unwin. 1933. Pp. xxi + 
258. 85. 6rf.) 

Money : Gold, Silver and Paper. By Francis W. Hirst. (Lon- 
don : Scribners. 1933. Pp. xiii + 272. Is. M.) 

The first half of Booms and Depressions contains a fairly 
satisfaetpry description of the trade cycle, together with a rather 
less satisfactory account of the theories which have sought to 
explain it. The second half contains a rapid survc}^ of recent 
economic history, together with a brief account of Professor 
Fisher’s well-known proposals for price-stabilisation. The book 
is well illustrated with statistics and graphs, mostly dealing with 
the United States, and these are much its most interesting feature. 
From the pen of Professor Fisher this book cannot but be some- 
thing of a disappointment. What little theory it contains is in 
no way novel, while Professor Fisher’s contentment wuth price 
stability as a policy, and emphasis on over-indebtedness 
rather than over-investment as the root of all evil, are not 
encouraging. 

Mr. Hirst’s book is a very different kettle of fish. Theory, 
and especially controversial theory, is intentionally reduced to 
a minimum. Mr. Hirst’s jKisition is, of course, rigidly conser- 
vative, and his last chapter, on “Monetary Reform,” sounds 
somewhat quaint to modern ears. A violent opponent of mone- 
tary management in all its forms, not even satisfied wdth a gold 
bullion standard, Mr. Hirst would like to return to a system in 
which gold actually circulates. But his main object has been to 
write a popular account of the history of coinage from tho^arliest 
times, and in all countries ; and in this he succeeds uncommonly 
well. The book is liberally illustrated with quotations from 
authorities both ancient and modern, perhaps the most amusing 
being Marco Polo’s account of Kubla Khan’s paper money. An 
excellent index assists reference. A minor misprint occurs on 
p. 53 : overvalued ” should read “ undeiTalucd.” 

Harold Barger 

University Collexje, 

London. 
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The Socialisation of Banking. By Oscar Sachsb. Foreword 
by the Hon. Sir Stafford Cripps. (Macmillan. 1933. Pp. 
135. 25. Gd.) 

Mr. Sachs e tells us that ho is not a professional economist 
but an architect : which j)crhaps explains the air of naive sur- 
prise with which he records such discoveries as that money is 
merely a paper promise to pay, and has no necessary connection 
with the precious metals. From this little book we learn that 
the author believes that the issue of money should bo controlled 
by reference to the general level of prices ; that there is probably 
quite enough money in existence to do all the work required of 
it, provided only that the velocity of circulation can be speeded 
up, to which end it is proposed that bank-not^' should be valid 
for a limited period only, and .subject to a small fee on renewal; 
that in future new credit, if required, should be issued direct to 
consumers ; and that the payment of interest in any form is un- 
justifiable. Apart from an exinession of the author’s view that 
this system should be worked through a national Bank of Great 
Britain, and of his admiration for the continental postal cheque 
system, the book contains nothing about the socialisation of 
banking. Barbara Wootton 

Democracy f Debts avd Disarmament. By Walton Newbold. 
(Methucpi. 1033. Pp. 344. 85 . Gd.) 

Mr. Newbold’s book is the despair of the reviewer. Ihc 
author sets out to toll the tale of the machinations of financial 
and industrial groups, and their influence on the course of political 
and econoniic history from the sixteenth ccntuiy to the summer 
of the year 1033; dealing, however, in detail only with the 
nineteenth and twentieth centuries. In conijiiling his material 
Mr. Newbold has both consulted the Press of many countries 
and hitnself travelled all over the world, gathering firsthand 
information from bankers, industrialists, politicians and labour 
leaders. In the result he has collected an enormous amount 
of very valuable material, and for this alone his l)Ook would 
deserve the close attention of any serious student of economic 
development. 

But the despair of the reviewer, it is to be feared, will be the 
despair of many a reader also. For the book leaves absolutely 
no"'clcar impression of what the author is trying to put across. 
It is clear that he aims at doing a great deal more than compile 
a motley chronicle of events in which (pp. G8-G9) the sinking of 
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the Lusitanict is mixed up with Japanese policy in Manchuria, 
or with the presence of the German ambassador to the United 
States and one Oscar Strauss, sometime American representative at 
Constantinople, at a dinner given by James Speyer of the Deutsche 
Bank, on the eve of the expected entry of the German armies 
into Paris. It is clear also that his study is intended to reveal 
the steady march of the capitalist system of industry towards 
what the author believes is its final dissolution. Beyond this, 
I have myself made out (I hope correctly) that Mr. Newbold 
seeks to demonstrate that it is the masters of technique who 
hold the keys of power, and that, with changing technique, it 
has thus been first coal and iron, then oil, then electricity and 
therewith certain non-ferrous metals, the possession of which 
has been all-important to those who would guide our destinies. 

But the rest, I must confess, after many efforts, remains 
darkness : the more to be regretted because it is clear enough 
that Mr. Newbold has something to say, and that the twenty- 
five years of research which have gone to the making of this book 
have produced results which ought to be made widely available. 
Probably the root of the trouble is the author’s style, at once 
elusive and allusive, which leaves the reader to supply too many 
links in the chain of argument. To take only two or three random 
examples, what is the meaning of the hint (pp. 79 and 80) that 
great and important significance is to be attached to the fact 
that the dates when British War loans ma>' be converted “ have 
fallen within the term of office of a most powerfully entrenched 
Conseiwative Administration ” ? Exactly how (p. 157) \ras the 
Kellogg Pact the result of the release of 600,000,000 dollars of 
gold from the United States ? And what is the reader to under- 
stand by such a sentence as this, thrust into the midst of a dis- 
cussion oh the economic position of Vienna under the post-w^ar 
regime ; — “ The elements which w ould have made the Soviet 
Union a paradise for a year at the price of cx^entual insolvency 
and foreclosure upon it of a more or less indulgent finance capital 
with its first-line of welfare-workers and its replacement units 
of ruthless chartered accountants w'ere always dominant in the 
circles of that queer cult of the petit-hourgeowie Austro-Marxism * .? 
The context (which contains no other reference to the Soviet 
Union at least for several pages) gives no help. Mr. Newbold 
claims to be writing a “popular study.” Could he not, there- 
fore, please interpret for the benefit of those who quite honestly 
cannot understand this language ? 

Barbara Wootton 
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This Money Business. By Barnard Ellinger, C.B.E. (P. S. 

King. Pp. 141. ^s.) 

This is an introduction to the institutions and working of 
the London money market. It is written in simple language, 
and the description is made concrete by a frequent use of specific 
facts and figures, partly drawn from the evidence heard by the 
Macmillan Committee, hi place of the generalisations often found 
in books of this kind. We might have been given a section on 
the Stock Exchange, an illustrative table showing the various 
items of expense involved in sending gold from one centre to 
another, and more comments on institutions such as insurance 
companies and building societies, which compete with banks 
in lending and borrowing, but on the whole the descriptive part 
is well done. 

Perhaps Mr. Ellinger does not show sufficiently how the 
different rates of interest are linked together, like the prices of 
different qualities of wheat, and how they all tend to vary with 
the supply of or demand for free capital. Thus Jhe gives the 
impression of a monopolistic rather than a competitive market 
when he says “ it is obvious that normally a change in the Bank 
Rate will be followed by changes in the other rates. Instead 
of saying clearly that when the new conditions of supply and 
demand do not correspond to the new Bank Rate, the Bank must 
chaDge them in order to make its Rate effective, he treats open- 
market operations as a second weapon, needed only on rare 
occasions. 

We ^e told at the outset that “ this book does not deal with 
the theory of money.” Nevertheless, the concept of a general 
pricc-levcfl'^is explained, with no hint of the difficulties involved 
in it, and the reader is told with emphasis that the goal of monetary 
policy should be the stability of prices. It is surely unfair to 
the student not to discuss the disadvantages of this goal as Avell 
as its advantages, before making such a j)ositive statement. 
Tet, despite two chapters on the gold standard, the possible 
conflict between stable internal prices and stable exchange rates 
is not brought out. Nor is anything said of the disequilibrium 
between savings and investment which this policy might cause. 
Given technical progress, it would lead to an inflationary boom ; 
the retort that this would not happen if factor prices were per- 
fectly flexible (a retort which usually comes from those who treat 
them, in other connections, as rigid) is without weight in a world 
of fixed interest charges and other long-term contracts. Given 
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technical decline (always a p^siblc result of human folly) it 
would lead to depression and unemployment. It may be that 
on balance the advantages of the policy outweigh its disadvantages, 
but each can decide that for himself. It is a pity that the author 
has marred a useful book by stating one of several views as if it 
were a proved and accepted truth. 

Freokric Benitam 

The Theory of Profits, By rKAPULT.A Chandra Ghosh. 

(University of Calcutta Press. 1933. Pp. xx + 442.) 

The theory of profit is a question of equal interest to the 
economist and to the reformer, but strictly speaking the latter 
begins where the former leaves off, the economist’s conclusions 
supplying the premises on which the reformer bases his arguments. 
In practice the roles arc apt to be confused ; the economist is 
liable to dogmatise, and the social reformer to l)uil(l on his own 
generalisations of doubtful economic validity. 

No such accusation can be brought against ]\lr. Ghosh, who 
is only concerned to find a rational solution for our present 
difficulties. He explains tendencies, assigns effecjts to causes 
and ends on a note of advice, but he neither condemns the existing 
system nor suggests any possible alternative. His first task is 
to analyse the meaning of profit, and he proceeds to review the 
doctrines of every economist, British and American, classical and 
modern, distinguished or obscure. His exposition is lucid and 
his analysis acute, but the method he adopts makes for a dis- 
cussion of inordinate length. Thus one chapter gives an historical 
and comparative account of the conce 2 )t of profit as entrepreneur’s 
remuneration, another deals with risk-bearing, another with 
various views of “ pure ” profit, yet another with the marginal 
productivity theory, and under each head every author’s views 
are separately explained and substantiated, or criticised and 
rejected. The result is constant overlapi)ing and frequent 
rejietition. A great deal of this exposition might Jiave been 
taken for granted, and the writer might well have proceeded at 
an earlier stage to his own analysis, wliich is interesting and 
penetrating, and in places original. 

At one point in the discussion of pure profit, Mr. Ghosh seems 
almost to hint that somewhere among the entrepreneur s ac- 
tivities there is an element of creation which might afford him a 
special title to remuneration. But the point is lost in further 
comparative exposition, and his own conclusion, reached much 
later in the volume, is that entrepreneur s profit is explained 
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only “ by the virtually mercanl^e nature of his social function 
as a whole’’; it is “secured as the combined effect of his skill 
both in production, purchase and sale.” The source of our 
present trouble lies in the capitalist’s refusal to consume, his 
greed for accumulation heedless of society’s need or his own. 
The defect, though institutional, is curable. He holds that it 
cannot be cured by “ selling to Labour at a lower price,” since 
this would mean too much loss to the capitalist. This point 
might well have been argued further, but the book ends a little 
disappointingly with a mere exhortation to the capitalist to 
modify his habit of consumption and accumulation if he would 
avoid stifling the life of the community and paving the way to 
his own destruction. 

H. Reynard 

The Wreck of Reparations. By John W. Wiieeler-Bennett. 

(London : George Allen and Unwin. 1933, Pp. 295. 

I2s. (kZ.) 

Mr. Wheeler-Bennett has increased public indebtedness to 
him by the publication of tliis further volume in his valuable 
series of studies of post-bellum international problems in a pro- 
vince which he has made peculiarly his own. In earlier works 
he had brought the history of Reparations down to the arrange- 
ment concluded in 1930, which many credulous people jDrofessed 
to regard as a final settlement. The great value of the present 
volume consists in the fact that it puts on permanent record the 
entire story of the Reparation Comedy of Errors staged at 
various Continental capitals during the past ten years, with 
Messrs. Dawes and Young as imj)r(jsari()s, the cream (presumably) 
of European statesmen as actors, and l^Yanco as a jealous cus- 
todian of the box-office. Never having shared the miscalculation 
that, given only ample time, Germany would bo able to j)ay 
Reparations in indefinite amount, Mr. Wheeler-Bennett is alto- 
gether justified in adopting the role of the candid critic of the 
past trifling and tinkering with this problem. Incidentally, 
he docs well also to recall the many obstacles against which all 
endeavours to scale down the Reparations bill have had to 
contend. Even after Germany’s financial collapse in the summer 
of 1931 under the crushing burdens imposed upon her, and only 
President Hoover’s moratorium had saved the situation, the 
French Government seriously issued a formal declaration to the 
effect that there could be no question of either tearing u]) 
{dechirer) or even modifying the sacred Young Plan, since it 
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was “ une convention definitive , The plea put forward in France 
at that time was that the Young Plan was “ the solo remaining 
guarantee for the ultimate reimbursement of France for money 
actually spent in restoring war damage.” Yet, as Mr. Lloyd 
George lately told us, by that time Germany had paid Repara- 
tions in money and kind to the amount of at least 1905 million 
pounds, of which France had received the larger part, and although 
her Government had originally claimed 5360 million pounds as 
war damages, the amount actually oxf)ended on that score cannot 
have exceeded 650 millions. As is well known, the moratorium 
afforded only a momentary alleviation of Germany’s financial 
straits. Drastic financial reforms anfl economics were enforced 
in many directions, but they, too, failed to give the needed relief. 
The truth was, as Mr. Wheeler-Bennett points out, that for 
several years Germany had been kept alive economically, and 
even enabled to pay Reparations, mainly by British loans and 
profits on trade with this country, with the result that “ Franco 
had drawn a large part of her receipts on ac'count of rejiarations 
indirectly from Great Britain.” 

Before tlic Lausanne Conference met, tlie German Govern- 
ment said plainly that its delegation would press for the total 
cessation of Reparation payments. While Great Britam and 
Italy received the intimation witli equanimity, France promptly 
replied with rebuke and more talk of the sanctity of treaties 
and conventions, but tlie world smiled at the protest as demode 
and archaic. Eventually France had, as usual, to fall into line, 
though her representatives at Lausanne insisted on the insertion 
in the resulting agreement of a provision which nominally still 
kept Reparations in a state of suspended animation. For 
although the (Convention itself expressly states that Reparations 
have ceased, its authors concluded simultaneously a clandestine 
pact, humorously called a “ gentlemen’s agreement,” under 
which the validity and operation of the Convention are made 
dependent on an arrangement being arrived at with America 
regarding the debts of Euroj^ean States to her. Of the exist- 
ence of this secret document the German Government was not 
told until it had accepted the terms contained in the Conven- 
tion. Mr. Wheeler-Bennett refuses to believe that the word 
Reparation will again figure in any communication between the 
creditor Powers and Germany, or that Germany will pay the 
commutation sum of 150 million pounds sterling (France pressed 
for 300 millions) in the form of 5 per cent, bonds, which is stipu- 
lated in the Lausanne Convention. In the interest of the world s 
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peace and prosperity it is to be hoped that this reasonable 
assumption will prove correct. It is well to have the whole 
Reparation story put together so concisely, lucidly, and impres- 
sively as it is in these pages. If a mild criticism may be added, 
it is that Mr. Wheeler-Bennctt’s authority and reputation are 
now too solid and too generally recognised to need the assistance 
of dedications and contributed introductions. 

W. H. Dawson 

Statistics in Theory and Practice, By L. R. Connor. (London : 

Sir Isaac Pitman & Sons, Ltd. 1932. Pp. xvi + 371. 

I2s, 6rf. net.) 

There arc a number of text-books of proved value in the 
theory and practice of statistics, some particularly useful to the 
student of economics, but there is probably no book which covers 
so much ground as this one. Within its compass of 365 pages 
of matter, one for each day in the year, it deals in some consider- 
able detail with the neccssaiy work underlying the organisation 
of a statistical inquiry, with statistical data, involving measure- 
ment, classification and tabulation, by hand and by machine, 
and with the preparation of a great variety of diagrams and 
graphs. We then find the theory taken up in so far as it concerns 
the notion of a frequency distribution, the calculation of statistical 
averages, measures of dispersion and skewness, and correlation, 
bringing in at the same time the theory of sampling and the calcu- 
lation of probable errors. Elementary problems on probability 
find a place, and there is a most valuable chapter on index- 
numbers. Problems of interpolation, graduation and curve- 
fitting arc dealt with, being preceded by an introduction to the 
theory of finite dilh^rences. This concludes Part I of the book. 
The second part, entitled Applied Statistics, finds tlu^ author 
giving illustrations of a very largo number of practical pro))lems 
in official statistics, and dealing with population, prices and 
wages, employment, jirofit, trade, finance, production, wealtli 
and business statistics. This section should prove of great 
value to the reader in giving him plenty of practice in the handling 
of statistics, and introducing him to current statistical publi(ja- 
tions and to technical statistical work of an advanced character. 
The illustrations are very full, and include elaborate and detailed 
tables and charts, taken from various offi(;ial publications. 

No professional statistician can afford to be without the book, 
which is clearly written, with short paragraphs, in which the salient 
points are emphasised by being printed in clarendon type, and a 
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useful summary is provided at the close of each chapter. The 
author has an undoubted gift of exposition, and the way he has 
been able to make clear and precise statements within the compass 
of very few words has enabled liim to cover an amount of ground 
that could be attempted by few people. Naturally he has 
limited himself, and choosing, very rightly for a book of this 
character, to deal in greatest detail with the practice of the 
subject, has had perforce to treat only the elementary parts of 
the theory. Simple algebraic x)roofs hav(5 been given where 
possible to hearten the reader, but otherwise the author has been 
content to state results. The class of reader to whom this book 
is addressed is not as a ruki mathematically equipped to appreciate 
the whole background of theory, and with few exceptions can be 
advised to trust the authority of this book. Such exce])tions as 
there are relate to comx)aratively modt^rn develojunents of theory, 
which arc gradually, however, finding their way into the text- 
book, and into current ])ractice. For exanq^Ie, we know that 
exact theory ax)X)ro]Driato for small samples was stimulated by 
the rather meagre data often jmssessed by the biologist. Never- 
theless, it is not only in this sphere that the sample is small, and 
there must often be cases in economic statistics of limited data, 
so that one ought strictly to suxq^lemcnt the statement of probable 
errors of statistical quantities given on p. 134 by an indication 
of the limits to tlu^ usefulness of the criterion based on the x)robable 
error. In ])articular, the corielation and regression coefficients 
should be dealt with in greater detail, and a distinction drawn, 
by the use of a ditlerent notation, between the pox^ulation para- 
meters and the estimates of tliesc derivcal from a sample of data. 

One might be inclined to quarrel with the statement on p. 80, 
that the arithmetic average is not atTeeted by the addition of or 
multixfiication by a constant quantity, were it not that what the 
author obviously means is that the constant enters into the 
average in the same way that it does in tlu? (;ase of the original 
measures. It is doubtful whether the statement (p. 113) that 
the theory of skewness is of more imjjortance in biological and 
other investigations depending uxion laboratoiy exxieriments 
than in the fields of economic and social statistics, is true, 
especially when combined with the further statement (p. 118) 
that the actual normal distributions of physical objects arc rare, 
except in certain branches of biological scienijo. An important 
problem that has still to be solved by the economic statistician 
relates to the fact that series of annual or other data, which form 
a largo part of his material, arc not inde])endent, in the sense that 
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the numerical results of physical or biological experimentation 
often are, but are successively correlated, and this correlation 
ought to be taken into account, yet it seldom is. 

The section on curve-fitting will prove heavy reading for the 
student not accustomed to large-scale computations, yet it is 
important that he should learn how the operations are carried 
out. A simpler treatment would have resulted from using 
orthogonal polynomials, and describing a standard procedure 
such as that recently published by Aitken. As it is, no mention 
is made of the important problem of testing the significance of 
the fit, a matter that is perhaps of some theoretical difficulty, 
but which can nevertheless be carried out quite quickly as a matter 
of arithmetical routine. The practice of curve-fitting is so widely 
adopted in economic statistics that fuller information on this 
point would have been welcome. 

J. WiSHART 

The Industrial Revolution in North Wales, By A. H. Dodd. 

(Cardiff : University of Wales Press Board. 1933. Pp. 

xxxi + 439). 

Professor Dodd, who is well aware of the ambiguities and 
misleading associations of the phrase “ the industrial revolution,** 
adopts this title as the best short way of describing an account of 
the economic and social history of North Wales from about the 
accession of George III to about the middle of the nineteenth 
century. He has made a thorough and well-proportioned survey 
of the many printed authorities and a number of manuscripts, and 
the other subjects are not less adequately treated than those on 
which he has already published special studies. "Jlie book is 
interestingly written and provided with ex(?cllent maps. It will 
save space to say that Professor Dodd*s general conception of 
his task resembles that of Professor Gapliam: he divides his 
book by subjects and gives a clear, positive description of the 
development in each. Thus he gives not only a valuable regional 
history, but also a corrective to those well-known works on 
his period in which, by too much attention to Lancashire and 
Yorkshire, a false impression is created of “ a rapid victory for 
steam-power and big industry, accompanied by a hasty concentra- 
tion of manufactures on the coalfields, and involving the summary 
demise of scattered trades and handicrafts.** 

Many readers will be surprised to find how much there is to 
say about the industrial history of these six remote and thinly 
populated counties, which, at the beginning of the period, had only 



1933] DODD : INDUSTRIAL 1115VOLUTION IN NORTH WALES 691 


twenty-three market towns between them. 'J^he general effect 
of the modern improvements of transport was unfavourable to 
industry in North Wales, for although they gave access to new 
markets, they gave it also to powerful competitors and enabled 
them to flood with their cheaper products even the once 
inaccessible markets of North Wales itself. Thus the history of 
the slate-quarrying industry, whicli continued to expand until 
1881, though increasingly concentrated in Snowdonia, is a lonely 
exception due to natural advantages. The other purely Welsh 
industry, the woollen manufacture of Montgomeryshire flannels 
and Denbigh and Merioneth webs, enjoyed a rising prosperity 
in the early factory age, the forty years before Queen Victoria's 
accession, but it too declined in the age of steam-power. Other 
textile enterprises, such as the cotton manufacture at TTolywell, 
Mold and Llangollen, were extensions of English industries, 
favoured by the cheapness of labour in Wales, but dependent on 
other advantages, such as that of water-power, which proved to 
bo temporary. The distinctive language and nationality of 
Wales throw up sharply the importance of the new caj)italists 
from a distance like the Wilkinsons who were the leaders of the 
iron industry at Bersham and J5r3mibo. Thomas Williams, the 
copper millionaire of Anglesey, was an exception, but the exploita- 
tion of copper, as of lead, zinc and chemicals, was largely due to 
impulses from across the border. Professor Dodd has many 
useful remarks on the connection of immigrant capital with 
immigrant labour, the similarity of colliery organisation in Wales 
and the English Midlands, the stimulus given to coal-mining in 
Flint and Denbigh by the needs of the local industries, and other 
instances of the interdependence of economic clianges. 

There is still room for new work on some aspects of the period. 
Professor Dodd points out that we do not know how far the 
three-field system extended into Wales, and that the manuscript 
collections at Ikangor ina^^ make possible a re-writing of the 
history of the enclosures. Something may be done to discover 
how many of the “ spirited ])roprictors ’’ of the eighteenth century 
financed their agricultural improvements with profits made in 
the towns. The business organisation of coastwise shipping is a 
small subject, but needing investigation. It would, however, bo 
entirely unfair to suggest that the present book is inadequate to 
its purpose. Further rcsccareh on the previous period will perhaps 
alter the perspective in some parts. U he boom in lead and coppei 
after 1688, for instance, was due not to the jiolitical blessings of 
the Glorious Revolution (pp. 20, 22), but to the war against 
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France. Wc are scarcely in a position to estimate how far the 
bad health of the poor in George Ill’s reign was due to new 
evils (pp. 355-C). Once or twice Professor Dodd passes judgments 
where the criteria used may perhaps be changed if they are more 
fully examined. It is, for instance, agreed that the expenses of 
enclosures were too high ; but we lack a standard of what would 
have been a reasonable level of expense. The fluctuations of 
poor-rates should be brought into relation with changes of prices : 
they reflect these as well as changes in the number of recipients 
of relief. But these arc adjustments which readers can make for 
themselves. Professor Dodd’s book w'ill servo them well as a 
standard authority on its subject. 

G. N. Clark 

An Industrial Survey of Cumberland and Furness, By John 
Jewkes and Allan Winterbottom. (Manchester Uni- 
versity Press. 1933. Pp. xiv -f- 175. 6.s‘. net or 8s. Gd. 

in cloth.) 

The authors of this Survey belong to the Research Section of 
the Department of Economics and Commerce of Manchester 
University, and in conducting their inquiries they liavc had much 
help from Government Departments, Local Authorities, and, 
particularly. Employment Exchange Officers. The area is 
characterised by a lack of industrial diversification. The output 
of coal was increasing, but that of pig iron was decreasing before 
the War, and many districts wdicre hematite ore had been raised 
were exhausted. Shipbuilding and engineering were, however, 
advancing rapidly, and the population of Furness increased by 
14 per cent, between 1881 and 1911. “ Before the War this 

Region w^as a large exporter of iron, steel and (?oal, and a sub- 
stantial proportion of the warshi])s constructed were for foreign 
countries. Indeed, Cumberland must naturally look to foreign 
rather than home markets, for its geographical isolation renders 
competitif)n difficult where long railw^iy haulage has to be under- 
taken. But export trade has been seriously, and undoubtedly 
l)ermancntly, reduced, for reasons which have brought depression 
to the heavy export industries of Great Britain as a whole.” 
Basic steel has successfully competed with the acid steel made 
from hematite, improvements in coal and ironstone mining have 
reduced the demand for labour, and “ the post-war reorganisatton 
of the iron and steel and shipbuilding industries appears to have 
created further element^ of instability and uncertainty on the 
West Coast.” Through mergers only three large iron and steel 
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concerns i^emain, and of these the United Steel Cos., Ltd., has also 
modem iron and steel plants in Yorkshire and Lincolnshire. The 
Vickers-Armstrong concern has shipbuilding yards in other 
centres besides Barrow. 

“ It seems impossible,” say the authors, “ to escape the con- 
clusions that the future of these industries is far from promising, 
and that the course of events suggests a continuance of the general 
industrial decline which has dated from about 1880 in Cumber- 
land and from the end of the War in the Furness district.” The 
next chapter decals with the local distribution of uneinployment, 
showing that there are “ almost derelict areas in which large 
bodies of labour contimu', to exist without the hope of future 
employment,” such as Clcator Moor and Maryport. The effects 
on local finance have been calamitous, and the rate levied in 
Cumberland to meet the net expenses of the Public Assist.ance 
Committees in 1931-2 Avas 4s‘. Id., compared with 2s. 8d. for all 
counties in England cand Wales, excluding London. Four sug- 
gestions for the expansion of emplojanent outside the stciple 
industries of the area are then considered — the hydrogenation of 
coal, the use of coke-oven gas for town’s juirposes, the develoii- 
ment of Cumberland as a holiday centre, and the development of 
agriculture. The coininer(?ial jwssibilities of hydrogenation are 
still doubtful, and, as the great bulk of Cumberland coal is used 
for industrial purposes or is ex])orted, the production of an 
additional 800,000 tons annually to supply can economic hydro- 
genation unit would probably cause recourse to poorer and more 
expensive mines. The use of coke-oven gcas is impracticable, and 
the tourist industry would yield little employment. Mr. Hinsdale, 
of the Fcarni Economics Branch of Armstrong College, in a later 
chapter on “ Agriculture,” doubts the possibility that “ Cumber- 
hand agriculture will be in any better position than other areas to 
absorb any appreciable part of the unemployed labour in the 
county,” though he agrees that recent State policy, if continued, 
will “ bring greater stability to agricultui*al markets.” 

There is more hope in industrial transference. The population 
of the Survey Region fell by about 9 per cent, between 1921 and 
1931 ; in the industrial Barrow-in-Furness and Cleator ^loor 
districts tTie fall wais cabout 15 |H‘r cent. Emigration overseas, on 
the other hand, has declined. The Ministry of Labour transfer 
Schemes for men have failed, but those foi* boys have been 
encouraging in their results. Training is ini])ortant, and there are 
some useful notes under this head. Finally, with a view JiO a 
long-range social policy, it is suggested that the State should 
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maintain continuous investigations into economic movements, 
should “ play a much lar|ElliJ’art in regulating the initial location 
of new industries or businesses,” should establish compensation 
funds in industries based on terminable local resources, and should 
extend the liability of employers for guarding against dislocation 
of the labour market. The policy of Local Authorities in main- 
taining social services is also considered. 

The second part^of the Report contains a more detailed account 
of population and employment before 1921 and after 192.3 and 
special surveys of iron and steel, coal-mining, iron oi^ coke ovens, 
shipbuilding and engineering, agriculture, and local finance. 
There are also six appendices, mainly statistical. 

This is a most excellent Survey, and it is quite insufficient to 
say that it is highly creditable to its compilers. 

Henry W. Macro sty 

Cotton Industry and Trade in China. By H. D. Fong. (Tientsin : 

Nankai Institute of Economics. 2 vols. S5.) 

Recent writings on China have stressed the almost complete 
absence of facts concerning the economic life of that country, 
and the danger of generalisations based upon the necessarily 
restricted sample inquiries which are now being carried out by a 
number of private investigators. Much more, however, is known 
of the large-scale factory industries than of agriculture or of the 
domestic industries and, in these volumes. Professor Fong has 
drawn together a mass of statistical material relating to the 
cotton industry and has supplemented it, particularly in his 
discussion of labour conditions, by reference to special investiga- 
tions, of his own or of other workers, mainly carried out in 
Shanghai or Tientsin. Whilst it may be objected that the 
statistics are over-elaborated (one is rarely given an average ; it 
is nearly always the mode, the mctlian and the mean ; and at 
one point the cotton-workers are classified by height and weight) 
and that there is little analysis of the information as it Stands, 
nevertheless the author has contrived to create a picture which 
throws much light upon the changes in the world distribution of 
the cotton industry and upon its probable future trends. 

The Chinese factory cotton industry is growing rapidly. In 
1931 it employed about 300,000 workers and possessed about 
4,000,000 spindles and 30,000 looms, the bulk of the machinery 
woiidng two shifts of twelve hours in each day. Progress, it is 
true^ has Been checked since 1925 because of internal political 
and commercial disorder, but even so the number of spindles 
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increased fourfold between 1913 and 1930 and the number of 
looms threefold. Again, although many of the mills are owned 
by the Japanese or British, and although these mills are usually 
larger and more efficient than those operated by Chinese owners, 
yet, in 1930, the Chinese spindles and looms amounted to more 
than one-half of the total recorded for the whole country. It is 
plain that, given the establishment of law and order, a great 
cotton industry will develop in China catering for the vast homo 
market, which is mainly supplied now by imports or by the 
products of the hand-looms, and imperilling the Japanese cotton 
industry in the way in which the Japanese cotton industry has 
ousted Lancashire goods from many markets. 

Perhaps the most original section of Dr. Fong’s inquiries is 
that which deals with labour conditions and the results arising 
from the impact of a system of industrialism upon workers 
mainly drawn from agriculture. It can hardly be said that 
China is suffering any less from industrial revolution than did 
England in the eighteenth and nineteenth centuries. The average 
daily wage rate for cotton -workers in Shanghai is 49 cents for a 
twelve-hour shift; women and children are allowed to work at 
night ; workers are given only two rest days per month ; in some 
mills about one-fifth of the workers are between the ages of 
eleven and fifteen years. “ In some instances contractors obtain 
young children from the country districts, paying the parents $2 
a month for the services of each child. By employing such 
children in the mills and factories the contractor is able to make 
a profit of about §4 a month in respect of each child. These 
children are frequently most miserably housed and fed. They 
receive no money and their conditions of life are practically 
those of slavery.” In one mill investigated in Tientsin with an 
average working force of 6,239, there were 2,804 surgical cases 
dealt with in one year by the mill-hospital, which speaks of the 
absence of safety regulations. 

It will probably be argued that one must see conditions of 
this kind in their right perspective. It is true that trade um'ons 
are beginning to make their appearance, but they are still very 
weak. It is true that the Factory Act, which nominally came 
into force in August 1931, provides for an eight-hour day and 
other reforms, but apparently it is nowhere j-et enforced. And 
perhaps it is true that the stcTiidard of living among the industrial 
workers is higher than among the millions of those living by 
agriculture. But it is doubtful whether anything can be much 
worse than the conditions to which Dr. Fong draws attention by 
No. 172. — VOL. XLIII. 
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quoting the Report of the Shanghai Child Labour Commission : 
“ Children are mostly employed in the spinning department, and 
in the great majority of cases have to stand the whole time they 
are at work. It is difficult to state definitely the lowest age at 
which the children commence work. The Commission, however, 
saw many children at work who could not have been more than 
six or seven years of age. Some of these children are not on the 
pay-rolls, but are allowed to be brought by their mothers in 
order that they may be under their care. In many mills the 
conditions during the night-shift are, according to Western ideas, 
most unusual. Rows of baskets containing babies and children, 
sleeping or awake as the case may be, lie placed between the 
rapidly moving and noisy machinery. Young children, who are 
supposed to be working, but who have been overcome by fatigue 
or who have taken advantage of the absence of adequate super- 
vision, lie asleep in every corner, some in the open, others hidden 
in baskets under a covering of raw cotton.” 

Other aspects of the Chinese cotton industry are treated in 
detail. A statistical study of the size of cotton mills shows how 
very much smaller they are, on the average, than those found in 
Lancashire. There is also a description of China as a cotton- 
growing area and an account of the marketing processes in the 
different sections of the industry. 

John Jkwkks 


T'he Economic Tendencies of To-day. By S. Vit^tokn. (P. 8. 
King. Pp. 251. \0s. (kl.) 

These chapters on Population, Enterprise, Transport and 
Power, Organisation, and PoIi(;y arc based on a wide survey of 
recent literature, and form an interesting and readable study of 
their subjects. The use of statistics is caret ul and selective, and 
the book, though mainly descriptive, has been compiled with 
critical judgment. 

History of Greek Public Finance. By A . M . A N dre ades. (Athens, 
1928.) Translated by C. N. Brown. (Cambridge: Harvard 
University Press; London: Humphrey Milford. 1933. 
Vol. I, pp. XX + 412; 296’. net.) 

The original of this translation was reviewed in the Economic 
Journal of December 1930 (p. 686). This is described as a 
“ revised and enlarged edition,” but the new matter incorporated 
is not of great quantity or importance. The translation, by the 
Associate Professor of Classical Languages in the College of the 
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City of New York, is competent. But the common occurrence of 
minor verbal alterations in the text, which, so far from clarifying 
or simplifying the original, arc generally unnecessary and some- 
times definitely inferior in precision and discrimination, sthnulated 
the reviewer’s curiosity to count them in a few sample passages ; 
on pp. 227—31 (text only, excluding footnotes) he counted fourteen, 
and on pp. 253—4 nine. Frequently these inexactitudes miss the 
principal implicuition of the Greek word or phrase ; examples can 
be found on pp. 01, 79, 138, 147, in the common translation of 
hrjfxooLov by “ state ” instead of “ treasury ” or “ exchequer,” etc. 
Sometimes they amount to errors sufficiently grave to make the 
clause in which tliey occur pointless or ridiculous, c.r/., on pp. 8, 
107, 249, 252, 372, etc. The Fnglish is not always very happy 
{e.g, “cult budget, “evaluation” for valuation, “quite uni- 
versally ”) ; in this connection, is it too late to i)rotest against 
two vulgar solecisms which have over-run American and are 
over-running English economic literature, namely, the use of 
“ loan ” as a A^erb instead of “ lend ” and the meaningless use of 
“ per capita ”- a technical term of the Roman law of succession, 
with an entirely dilTerent meaning — as equivalent to “ per head ” 
or “ per caput ” ? Also, is it impertinent to suggest that a 
numeration of cliaj)ters, sections and sub-sections running 
consecutively through the book gives greater facility in reference 
than a numbering from one upwards of the chapters of each Part, 
the sections of each (*ha[)ter and the sub-sections of each section ? 

G. Duncan 

Trinity College, DMin, 

World Econoinic Survey, 1932-33. (League of Nations: London, 
Allen and Unwin. 6.?.) 

The Survey for 1932-33 continues the similar volume published 
in September 1932. It gives in a brief compass a comprehensive 
vsurvey of the major economic ])roblems of the world from the 
meeting of the Jjausanne Conference to the end of July 1932. 
Prices, production, international trade, tarifi policy, business 
profits, public finance, banking and inonetary policy, indebted- 
ness, and international balances of payments are among the 
subjects covered. 

The Survey is carried u]) to date and the final chapter includes 
a Report of the Proceedings at the first session of the ^[onetary 
and Economic Conference, a description of recent legislation in 
the United States and a summary of the economic situation at the 
end of July, 
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Included in the volume are statistical estimates of the decline 
in world trade, the movement of business profits during the 
depression, the total amounts of international indebtedness 
outstanding and the fall in different classes of production. The 
various steps taken to remedy the crisis — ^tho progress made 
in raising prices, adjusting indebtedness, reviving production, 
and balancing national budgets — are described and measured 
statistically. 

The estimate of the present situation given in the final chapter 
draws attention to the considerable recovery that has already 
taken place in many countries ; but points out that the problems 
of international economic co-operation remain to be solved. 
(Communicated . ) 
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A Note on Australian Finance 


With its promise of remissions in taxation amounting to 
£7-5 m., and increases in expenditure of £1-7 m., the Common- 
wealth budget is in striking contrast to most budgets to-day. 

There are two main reasons for the improvement: first, 
the degree of recovery, stimulated largely by Australia’s bold 
policy,^ and second, the somewhat favoured position of the 
Commonwealth Government as compared with the States. 
l)uring nearly the whole of the financial year 1932-33 export 
prices in sterling were still about 55 per cent, below their 1928 
level. Nevertheless, some recovery in the general economic 
position had taken place, and the budget closed with a surplus 
of £3*5 m., despite the original estimate of a deficit of £1-3 m., 
and special relief expenditure to primary producers of £2*25 m., 
and concessions to taxpayers of £1 m. The main sources of the 
improvement in the budget were increases in customs and excise 
duties, sales tax, and income tax. All these clearly indicate an 
increase in income and spending power. Imports were £stg. 
57 m., compared with £stg. 45 m. in the previous year. With 
exports at £83-5 m., tlicre was suflicient surplus available to 
meet overseas obligations. We may assume, therefore, that 
imports were not on the whole excessive, and the improved 
receipts from the sales tax may similarly be regarded as evidence 
of a slight but sound improvement in internal trade. With 
export prices now^ about 30 ])er cent, above their level during 
the greater jiart of last financial year, the improved budget 
position rests uj)on a fairly secui*e foundation. 

The IState budgets, on the other hand, have not shown such 
buoyancy. At the Premiers’ Conference held early in June, it 
w^as agreed to allow total deficits of £8*5 m., made up as follows : 


£ 000 . 

New South A Vales ..... 3,950 

Victoria ....... 800 

Queensland ...... 1,850 

South Australia . . .1,100 


Western Australia 
Tasmania 


The total is £1-5 m. less than the estimated deficits presented 


to the Conference, and more than £10 ni. below' the estimates 


^ Soo my articles in the Economic JoViinal, December 1931 and December 


1032. 
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made on the same date of the previous year. By retaining taxes 
and charges for business enterjirises at the levels ruling in 1931-32, 
and by transferring some of the Commonwealth surplus to the 
States, it would have been possible to balance all budgets, 
including the sinking fund payments of approximately £8 m. 
This would have been “ sound finance, but it would have 
offered little encouragement to enterprise. The Loan Council 
wisely decided to allow State deficits of £8*5 tn., but these must 
be set against sinking fund payments of £8 m., which are statutory 
under the Financial Agreement. It Jias been possible for some 
of the States, notably New South Wales, to grant substantial 
remissions in taxation and railway freights, and yet to Jive within 
the limits fixed by the Loan Council. It should be added that 
any savings on overseas conversion loans will go to reduce the 
deficit. Maturing loans to the amount of £22 in. were converted 
in 1932 and early 1933, and £49 m. out of £84 in. of ‘‘ callable ” 
loans had also been converted up to the end of October 1933. 
The total savings amounted to nearly £stg. 1*3 m., or £A. LG m. 

Financial policy during the crisis rather favoured the (Common- 
wealth in comparison with the States. The main burden of 
unemployment and of losses on State enterprises fell upon the 
States, whose avenues for new taxation were rather limited. 
On the other hand, the reductions in wages and salaries and the 
general retrenchment made great economics possible, and the 
fixed payment of £7*G m. for interest on the State debts by 
the Commonwealth remained unchanged. The (^^ininouwcalth, 
in fact, made total grants of nearly £12-5 m. to the States in 
1932-33, compared with £11*5 m. in 1929-30. But the (.Common- 
wealth benefited by (n) the concession of £stg. 5*5 m. on account 
of the war debt, (b) its high i)ro[)ortion of internal to external 
debt, and (c) its ability to impose new taxes like primage and 
sales tax to compensate it for the loss of revenue. 'Fhe States 
claim that a further general adjustment in financial relations 
of the Commonwealth and the States is required, and this problem 
will doubtless be considered at the Constitutional Convention 
early next year. 

In general, we may say that Australia is budgeting for a 
moderate deficit as a whole, relying u])oii the recovery that 
will follow the rise in cx])ort prices to restore revenufe. The 
total revenue of the States, other than Commonwealth subsidy, 
is approximately SlOO m., and a general recovery of lesrthan 
10 per cent. woul(^ balance alh budgets, including the payment 
of sinking. fujid. This is not an unlikely development, and the 
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budgetary and banking policy is likely to encourage a modest 
degree of recovery. The following points are important : 

(a) The State reductions in railway freights and unemjdoy- 
ment tax on income, and the Commonwealth reductions in 
company taxes, general income tax, sales tax and primage 
duties, all make for reduced costs of industry and greater 
spending power in the hands of consumers.^ 

(b) The reduction in primage duty and the adjustment 
of thO” tariff on British imports means a maximum fall in tariff 
duties on these goods of 17i per cent. Tn a recent inquiry 
the Tariff Board found that Australian costs, even in the 
depreciated currency, had fallen more than British costs 
during the depression. It recommended a reduction in 
all ad valorem duties of one-fourth, to a maximum of 12^ per 

^ cent. The reduction was not to apply to goods from countries 
with currencies depreciated substantially more than sterling. 
The Government has a])plied the recommendation to British 
goods only. This is a move in the right direction, though 
it will not satisfy critics of tariff policy, who hold that, 
apart from the effect of exchange, the tariff’ is on the whole 
too high. 

(c) The Loan C'ouncil continues to arrange for the 
finance of Government deficits through Treasury bills, 
though it will agree to fund bills if the market can supply 
long-term loans at low rates in excess of the sums required 
for the annual works programme. This is a hax3py com- 

^ promise on banking and financial policy that was the subject 
of , some ountroversy between the Commonwealth Bank and 
,tho' Governments for a while at the end of last year. 

(d) The Government has cleaied away all doubts as 
to its monetary ] 3 olicy. After referring to the unfavourable 

. effects of an over- valuation of sterling upon Australia as a 
debtor country, the Treasurer stated that when the ultimate 
return to the gold standard takes place, “it is import - 


^ Tho rodiiciioiis in Coininonwealth taxation aro as follows : 

Companies’ tax 

Life Asnuranco Companies 

15 per coni. Personal Exertion reduction . 

Fall from 10 per cent, to 5 per cent, in special tax on property 
Land tax 

Rodiietion in primage duty, .sales tax and euatoma duties . 
With some minor additional eoncessuma, the total in a lull year 
to £7*5 m. 


£ 000 . 

585 
710 
200 
1,110 
400 
. 4,330 

will amount 
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ant that wo should retain the right to’^lix our monetary 
unit at^rf point consistent with our own price level at the 
appropriate time.” Australia is therefore not to make heroic 
efforts to return to parity with sterling, but will continue 
to use her freedom of action in monetary policy with 
discretion. "Hie relation of the Australian pound to sterling 
will be (leteriAined by the level of prices at which export 
production can be carried on with reasonable profit. 

Some restoration of expenditure, particularly for old age 
pensions and the lower salaries in the (Commonwealth public 
service, is provided for in the budget. It is desirable that 
improving economic conditions should be followed by the elimi- 
nation of the mt)st oppressive forms of economies. Taking the 
budget as a whole, and the general financial and economic policy 
of the Commonwealth, it will be generally agreed that 
Government is succeeding in combining political expediency 
and economic principle to give relief where it is most needed 
and most likely to encourage enterprise. 

D. B. Copland 

October IK), Um. 


OBITUARY 

Vladimui J. (Jklksnov 

Vladimir J. Gelesnov, one of the most distinguished of 
contemporary Russian economists, who worked both under the 
old regime and under the new, died suddenly on the 30th August, 
1933, at the age of 64. His academic career began in Kiev, 
where he was appointed to a teaching post in 1890. lie early 
acquired exceptional popularity amongst the students, and liis 
public lectiire.s were largely attended, being afterwards published 
under the title of Sketches on Political Economy^ a book which ran 
through many editions in Russian and was translated into 
German. His teaching was mainly directed to la})our jnoblems 
and was strongly influenced by Marxist doctrine. Whilst, how- 
ever, he accepted the greater part of the Marxist doctrine, he 
was not a Marxist in the strict sense of tlie word, but was inclined 
rather to a synthetic theory of economics, an inclination which 
was reflected in his distinguished critical study Main Tendencies 
in Wage Theory, published in 1904. 

In 1905 he left Kiev for Moscow, where he taught at the 
Moscow Agricultural Academy for the next twenty years, also 
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lecturing in Moscow University at the Commercial Institute and 
at the lixtension University founded by Shaniavsky* He was 
one of the editors of Granat’s Kncych'pcedia (A. T. Granat also 
died recently — -in September 1933). Gelesnov, however, never 
restricted himself solely to academic activities, taking an active 
part in the Co-operative Movement, especially in the drafting 
of the project of the Moscow-Narodny Co-operative Bank. 

He was a leader in the proceedings and publications of the 
Cuprov Economic Society; and after the revolution he paid 
much attention to monetary reform as well as other matters. 
The controversy concerning the definition of economic goods 
and the boundaries of economics induced him to write interesting 
articles in the Russian Journal Voprosy Konjunctury and in the 
Archiv fur Sozialwisse/uschaft (B. 57, 4, 3 : “ Ueber das Naturale 
und das Wertmassige in den wdrtschaftlichcn Erscheinungen”). 

.Yet perhaps his deepest interest lay in the history of economic 
thought. He published a voluminous investigation on the 
History of Economic Doctrines in Ancient Greece, one of the 
best works on that question. After the revolution he undertook 
a monumental work on the History of Russian Economic Thought 
— a field almost untrodden hitherto. He has unhappily died 
before he had oom])letely finished this most interesting scientific 
undertaking. Large parts of this work, however, namely, the 
sections on the Russian Agriculturists of the eighteenth century, 
and on Financial and Economic Questions in the first third of 
the nineteenth century, were almost prepared for the press. 
Some of the results of his research were also published in his 
article on Recent Russian (not Marxist) Theoretical Litera- 
ture ” in the W irtschajMlmnie der Gegenwart (edited by H. Mayer, 
B. I. 1927). 

Russia has lost in him one of her finest economists and 
historians of economic theory, and his numerous colleagues and 
disci])les a beloved and highlv esteemed friend. 

T. 
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Srikantaiya, S. 

White, E. R. 

Peacock, R. 

Staehle, Dr. H. 

White, H. J. 

Pezzani, H. M. 

Sterling, H. H. 

Whitehead, G. 

Pier])oint, V, T. 

Subrahmanyam, N. 

AVilbe-Jones, Rev.K. 

Potter, P. S. 

V. 

AV^ilson, Capt. L. E. 

Rathbone, B. L. 

Sufian, M. M. 

AVinram. G. K. AA^ 

Read, A. W. 

Swaine, G. B. 

AAWl, J. H. 

Redfem, jM. G. 

Symons. \V. G. 

AA’^ood-Simons, Miss 

Rez, A. 

'rarachand, G’M. F. 

M. 

Rivers, d. H. 

Tarrant, R. 

Yu, Tsaiyu. 

The following have compounded for life membership of the 

Society : — 



Banarji, B. K. 

Massey, P. H. 

Bashir, S. M. 

Mills. R. A. 

Berridge, Dr. AV. 

A. Miiioletti 

i. Dr. B. 

Cairncross. A. K., 

,]r. Morgan-. 

lonc.^. (i. P. 

Charles, A. C. 

Narayanan, V. 

Cheang, K. Z. 

Neubauor, Dr. J. 

Evans, A. A. 

Patil, V. 

N. 

Goodall. F. H., M.B.E. Halm. Dr. 11. 

Hart, W. T. 

Smith. J 

. MeD. 

Jeffrey, J. 

Spalford -Jones, G. W. 

King, F. N. 

Siiviranta, Dr. B. 

Marquand, H. A. 

^ >s(ey. ' 

riio Bonlile. H. 

Marvin, D. M. 

Walker. 

E. R. 


Tlie following have been admitted to Library membership of 
the Society : — 

Agra College Library. (Composition for liftcen years.) 
Birmingham Public Library. (Composition for liftieeii years.) 
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Freiburg Uni verity. (Composition for fifteen years.) 
Handelshogskolan i Gotcborg. 

Ilford Central Library. 

Istituto Nazionale dclle Assicurazioni, Rome. 

London School of Economics. (Composition for fifteen 
years.) 

Mysore University Library. 

New College, Oxford. (Composition for fifteen years.) 

New York Public Library. 

North-Western Polytechnic Library, London. 

Sarah Lawrence College Library, Bronxville, New York. 
School of Commerce and Finance Library, St. Louis Uni- 
versity. 

State Teachers College Library, New Jersey. 


We much regret to announce the death of Dr. F. Bernis of 
the University of Salamanca, for many years j)ast the Society’s 
Correspondent for Spain. 


At the Leicester Meeting of the British Association (Se])tem1[)er 
6-13), Professor J. H. Jones, whose address on “ The Gold 
Standard ” is printed above, presided over the deliberations 
of Section F (Economic Science and vStatisti(*s). 'rhe con- 
tributions to the proceedings ranged over a wide field, including 
a survey of ‘‘ The Economic Position of Burma ” by Sir George 
Buchanan ; an account of “ The Economic Theory of Patent 
and Copyright Law ” by Professor Arnold Plant ; an examination 
of “ Types and Supply Price of the Entrepreneur and Business 
Administrator ” by Professor Sargant Florence, and a discussion 
of “ The Problem of Business Recovery ” by Mr. E. L. Hargreaves. 
Sir Arnold Wilson spoke on “ The Effect of Suez Canal Dues upon 
Inter-continental Trade ” and demonstrated that the high tolls 
of tlie Suez Canal were tending to divert traffic from this route. 
A topical and valuable survey of the work of tlie new' Development 
Boards was contributed by Professor Hallsworth, wliilst other 
papers dealing witl]^ matters of topical interest were those of Mr. 
J. Sykes on “ Public Expenditure and Public Works ” and of 
Mr. Gilbert Walker on “ A Rational and Economic Division of 
Function between Road and Rail.” In addition there was a 
discussion on “ Technological and Economic Progress ” opened 
by Mr. R. F. Harrod, Professor J. A. S. Watson and Dr. Fenelon. 

In the afternoons there were four sessions (Section F*) dealing 
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with problems of business organisation administration. 
The first of tliesc sessions was devoted to “ Organisation as a 
Technical Problem ” ; the contributors being Major L. Urwick 
and Mr. A. B. Blake. During the second session, papers were 
read on “ The Role of Accountancy in Scientific Management ** 
by Professor Annan and Mr. F. de Paula. The psycho-physio- 
logical requirements of modern factory equipment formed the 
subject of the third session during which Dr. G. P. Crowden and 
Dr. O. H. Miles read papers. In the last session Mr. L. Neale 
and Mr. G. I. Akeroyd discussed the subject of distributive 
organisation. 

In addition to the proceedings of Section F it may be of interest 
to record that one of the general evening discourses was delivered 
before a large audience by Sir Josiah Stamp, who took as his 
title “ Must Science Ruin Economic Progress ? ” It must bo 
now many years since an economic subject has been selected 
for one of these discourses. During recent meetings of the 
Association much attention has been focussed on this problem 
of the relation of science to social progress, and the General 
Coiuniittee has now passed a resolution requesting the Council to 
consider by what means the Association witliin the framework 
of its constitution may assist towards a better adjustment 
between the advance of science and social progress with a view 
to further discussion at the next meeting. In 1934 the Association 
will meet in Aberdeen from September 5 to 13. Particulars of 
the arrangements for Section F can be obtained from the Recorder 
of the Section — Dr. K. G. Feiielon, College of Technology, 
Manchester I— to whom also any offers of ])apers should be sent. 


Wk have received, as we go to Press, tlic volume of Economic 
Essays in honour of Gustav Cassel (pp. 704 : 305.), which is 
published by Messrs. Allen and Unwin. This volume was pre- 
sentedto the eminent economist on the occasion of his retirement 
in October froxii the Chair at Stockholm to which he has brought 
such great distinction, and round which he has seen the growth 
of a school of Swedish economists worthy to carry on the tradition. 
We hope in a future number to review' this volume, the contributors 
to w'hich come from all countries. The Scandinavian writers 
are Akerman. Bagge. Brisman, Frisch. Heckscher, Hilgerdt, 
Keilhau, Kock. Lindahl, Myrdal, Ohlin. IVdcrsen, Pipping, Suvir- 
anta, and ^cuthen. The Italian contribution comes from Einaudi, 
Fanno, Fubini, Porri, and del Vecchio. America is represented 
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by Angell, J. M. t?lark, Commons, Douglas, Graham, Hansen, 
Hollander, Kemmercr, Knight, E. M. Patterson, Seligman, and 
Snyder. The Frencli writers are Dupriez, Landry, Laufenburger, 
Lescure, Raffard, and Semiand; the German, Amonn, Helander, 
Neisser, and Ropke; the Hungrfrian, Englis and Varga; the 
British, Stamp, Loveday, Gregory, and Mac^gregor; the Dutch, 
Valk and Verrijn Stuart. This symposium, mainly on the new 
issues of economic theory which have presented themselves 
since the War, is a fitting tribute to the achievement of (tassel. 


At a meeting of the Society for (hiltural Relations between 
the peoples of. Great Britain and the U.S.S.R. (commonly known 
as the S.C.R.), helfl in London on October 2r)th, it was resolved 
that, in addition to the Education and S(;ience Sections, there 
should be an Econoinic Section. The objects of the Section 
are to further the study of modern Russian economic theory 
and methods — including such subjects as the preconditions of 
planning, the structure of industry and methods of industrial 
control in the Soviet Union, and the financial system, including 
the price mechanism ; to make a survey of current ])ubli(fations 
on Russian economic theory, conditions and policy ; to suggest 
and arrange foi* the tianslation into English of Piussian economic 
writings, ami ])ubli<*ation in full or siimmary; and to diiect 
attention to suitable lines of inv-estigation to be undertaken 
by economists visiting the Soviet Union. A ])r()visionaI com- 
mittee was appointed to hold ofUce until February, of whi<;h 
Mr. H. Stanley Jevons is chairman, and Mr. S. Goldman, researcii 
scholar at the London School of Kconomics, is lujiioiaiy secretary. 
Six meetings of the Section for the discussion of ])apcrs will 
be held in London during the present season from November to 
April. The minimum annual subscription to the Society for 
Cultural Relations is o.v., and to the Economic Section an adiiitional 
2s. ^l. Any ])erson wishing to join the Society, whicli has a 
lending library, and the Economic Section should commiinicate 
with the Secretary, S.CJ.R., at I Montague Street, Lpndou, W.fM. 


Mr. Aldo Crosara w^rites as below witli reference to the 
following passage in Professor Robbins’s article on the repre- 
sentative firm (Economic Journal, September 1028, p. 887): 
“ The Marshallian conception of a representative firm has always 
been a somewhat unsubstantial notion, (-onceived ag an after- 
thought — so far as 1 am able to discover it does not figure at all 
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in the first edition of the Principles — it lurks in the obscurer 
corners of Book V, etc.” : — 

In the first edition of The Principles of E commies ^ 1890, 
Book V, Cliaptcr IV, iiaragraph 5, p. 413 and following, Marshall 
seems without doubt to present the conception of the representa- 
tive firm under the expression ‘ representative business.’ He 
speaks in this passage of firms effectively managed with ability 
less or more than normal as of ‘ eddies in the surface of a great 
tide,’ suggesting that businesses managed with normal ability 
actually and largely prevail in the total supx)lies of a commodity. 
The xiaragraj)!! itseM is headed ‘ We must select as representative 
a business wliich is managed with normal ability; and so ^s to 
get its fair share of the ecqjiomies resulting from industria;! 
organisation ’ ; and the text s])eoilies the economies as^ being 
‘ those economies of x^roduction both in the internal arrange- 
ment of the factory and in its external, etc.’ ” 


The next Annual Conference of the Association of University 
'J’eachers of Economics will be held at Devonshire Hallj Leeds, 
during the week-end 5th -8th January, 1934. Further 
will be sent to meml^ers of the Association early in December. 
Any enquiries from intending members should be addressed to 
the Hon. Secretary (Mr. Stanley Parris, University College, 
Cardiff). 



RECEIPT PERIODICALS AND NEW BOOKS 

Journal of the Ropal Statistical Society » 

Vol. XCVI, Part IV. The Causes of Fluctuations of IndMrial Activity 
and the Price-level. H. S. Jevons. The Measurement of Price 
Changes. A. W. Flux. 

^ Economic/i. 

Au(Uist, 1935. ‘ A Note on ihe^heory of Money. D. H. Robertson. 
C^olonicd Administration. Lord Luoard. The Constitutional 
Importance of the “ C(mmissio7i$r$ for Wool ** of 1089; Part II. 
R. M. Lees. The Definitmi of the^Concept of a “ Velocity of 
Circulation of Goods.'' A. W. ]\Iarget. The lujlucnce of Position 
in Sibshij) on Juvenile Delinquency. M. Fortes*,^ 

Review of Economic Studies. 

Vol. I, No. I. Pareto and Pure Economics. U. Rkui. The Theory 
of Money and the Analysis of Out put. J. Robinson. Argues 
that Keynes’ T'reatise is not really eoncerned with monetary 
theory, but with disequilibrium in real output. Some Notes on 
Monetary Theories of the Trade Cycle. O. 8. Shackle. The 
Diagrammatic Representation of Elasticity of De^nand. A. P. 
Lebner. Tamiion and Returns. L. M. IhiASER. A discussion 
of the doctrine that to tax increasing cost industries and sub- 
sidise decreasing cost ones would incr(*as(» welfare. Profit i?i 
American Economic Theory. W. 8. HocivMJS. Notes 07i Elas- 
ticity of Substilutioii. P. M. Sweez.y, A. P. Lebner, R. F. Kahn, 
J. li. Hicks. 

lnterna{io7i(d Labour Rcvicu\ 

August, 1933. The Fall of the Birth-rate and its Effects on Social 
Policy. L. Heksch. The Devrlojmnnl of U ne7nidoymvnt Rrlirf 
in Germa7iy. O. WEiGEirr. Disablement Benefit under the British 
Hmlih lnsura7ice System. Inter national Slatislics of ReMs in 
Certain^Towns in 1932. ^ . . . 

September, 1933. The DevelopmeM of Unemploymctit Relief in Ger- 
many y II. O. Weigbrt. Wage Change^ in the U.S.A-y 1929-33. 

October, 1933. Impressions of a Visit to India, Iraq, Persia, and 
Turkey. C. W. H. Weaver. La7idkss 4{/ricultural Workers in 
Hungary. M. Moricz. Recent Social TreTyis in the United 
States. Recent Official Inquiries into Wages and 'Hours of Work 
in Various Industries in Germany. •. 

^ V: 

South Afriam Journal of Econo7nics. 

June, 1933. The Gold-mining Position. Sir R. Kotzk. * Dis Land- 
boukrediet- en Landbouskuldvraaqstuk. E. JI. 1). ArnOt. Some 
Aspects of the Marketing of Farm Products in South Africa. ,E. 
Davis. Financial Problems of Provincial Government in South 
Africa. J. H. Botha. The Transkei'^rader. E. S.'" Haines. 
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September, 1933. Vestiging en trek van die Suid^Afrikaanse NaJturelle* 
bevolking onder nmvere Ekonomiese Voorivardes. J. F. W. Gross- 
KOPF. Economic Aspects of the Report of the Poor-whites Com- 
mission. W. H. Hutt. Some Notes on the Optimum She of 
Population. H. Sonnabend. The Excess-profits Tax on Gold 
and seme of Us Implkaiitms. - Sir 11. Kotze. The Boom in Kaffirs. 

C. S. Richards. 

The Ecorupmic Record. 

June, 1933.^. Factors of the Flow of Money arul their Variance. D. T. 
Sawktns. Bulk Handling. S. M. Wadham. Financial and 
Economic Policy of the Stevens Govefnment. F. A. Bland. New 
Zealand Customs Tariff Policy. K. P. Neale. Pioneer Settle- 
ment. G. L. Wood. Postwar Unemployment in New Zealand. 
J. P. Belshaw. Small Holdings for Unemployed in New Zealand. 

D. 0. Williams. The Comtnonvvealih Land Tax. J. M. Gar- 
land." Population Trend in Australia. H. J. Exley. State 
Socialism in Victoria* W. L. Raws. 

Index (Stockholm). 

AuiiUST, 1933. Double Taxation—a Trade Barrier. M. S. Carroll. 
September, 1933. Swedish Government Loans. K. Hildebrand. 

October, 1933. The WorUVs Staples. XIX. Artificial Fertilisers. 
P. Waller. 

Skandinaviska Kreditaktiebolaget. 

October, 1933. PreMnt-day Gold Standard Problems. G. Cassel. 
The Swedish Banks in their Relation to Industry. Sweden's Balance 
of International Payments, 1925-32. 

Quarterly Journal of Economics. 

August, 1933. The Economic Effects of the Gold Discoveries upon 
South Africa, 1880-1910, D. W. Gilbert. The Unity of VeJbleiVs 
Theoretical System. K. L. Anderson. The Demand for Labour. 
A. K. Monroe. Gold Production and the Price Level. J. T. 
Phinney. Tax Shifting and the Imus of Cost. E. H. Fagan. 

Journal of Political Economy. 

August, 1933. Population Doctrines in the United, States. I. Anti- 
Malthusianism. J. J. Spengler. Interrelation of Demand. II. 
Schultz, - Open Market Buying as a Stimulant for the Bond 
^ Market. J. C. Polley". American Industry Abroad since 1929. 
F. A. SoutiiXrd. Mercantilism as Liberalism. H. C. Simons. 

Review of Economic Statistics. 

August, 1933. Business Cycles and Municipal Expenditures. D. W. 
Giijibrt. a l^ew hidex of Industrial Production and Trade. 
W. M. Persons and Le Baron R. Foster. 

American Economic Review. 

^ptember, 1933. Unemployment Insurance and the Wisconsin Act. 
W. A. Murton:- Congressional Tariff Theory. F. W. Fetter. 
Norse-pmrer Equipment in U.S. C. S. Daugherty. Malynes 
- and the Theory of Foreign Exchanges. E. A. J. Johnson. Regu- 
latim of Brokers' Loans. W. J. Eiteman. Foreign Investment 
and National Gain. , C. R. Whittlesey. The. Hungarian Thrift- 
Croum. L. L. EckSr. 
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Anyiala of the American Academy of Political and Social Science. 

September, 1933. 2'he Crisis of Democracy : a broad survey of the 
operation of Government in the United Sidles. Articles by various 
writers on the meaning of democracy, from the side of Govern- 
ment and of the governed. 

Jl^heat Studies of the Food Research Institute. 

September, 1933. Survey of the* Wheat Situation, April to A ugust,Vd^^. 
A tremendous wave of speculative enthusiasm more tlian doubled 
the price of wlieat futures at Chicago between April and July 17. 
A steep decline followed and by early September the gold-price 
of wheat had fallen almost to the level of early April. Favourable 
new cTop prospects in Europe and the pressure of huge world 
stocks of old crop wheat — the highest on record — were dominant 
factors in* restraining the advance and forcing the decline. 

October. British Preference for Empire Wheat. Experience during 
the first season warrants the conclusion that a preference of 2s. 
per quarter will by no means reserve the British market for 
Empire wheats. Canada and Australia have not been given an 
effective preference over Argentina and Russia, which would 
require a much higher rate of duly. 

Rh'ue d'Bconomie Politique. 

May, 1933. La France Sconomique ; Anyiuare^pour 1932. * pSnaneef, 
production, comnjfTce, transport, and social questions; by 
.various authors.) ‘ 

July, 1933. Les nouvelles theories economlques de la monnaie. G. del 
VECC ifio. Soclete d'eco?iomie mi.rte et sysieme capiUdiste. Fran- 
gois-PERROUX. Sur la reversibilite des equilibres economiques. 
G. H. Bousquet. 

Bulletin de VInsiitni des Sciences £conomiques. 

AyoDST, 1933. Les imiices de la conjoncture economique dii Congo 
beige depnis la guerre. G. Eyskkns. Devolution economique de 
Ja Belgique en periode de baisse fondamentale des prix (1871-9G). 
Le march e l^elge des obligations de 1897 ri 1913. P. Rou.sseaux. 
Ik iaux de capitalisation de^^ valeurs d reven\i variable. M. Mas<jjn. 
La conjoncture economique de la Belgique el du Lmcembourg. L. H. 
DuprieZ. 

Revue de VInsiitut de Sociologie. 

July, 1933. Dart et le machinisme. J. Lameb;^b. De la garantie 
des liberies publiques, 11. de Upon. La prevision dans la science. 
W, M. Kozlowski. 

Schmollers Jahrbuch. 

AutiUST, 1933. Der Weg zum neukn Reich. H.^Feddersbn. Schop- 
ferische Entwicklung in Natur und Gcschichte. F, Kern. 
Nationale Selbstgenugsamkeit. J. M. Keyne.s. Die Grundprob^ 
leme der Nationalokonomie. K. Bode. Neueres Schriftum zur 
Bevolkerungsfraye. K. Oj^denbero. La^e und Aussichten der 
deutschen Landwirtschafty P. Quante. ’ 
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Weltwirtschaf niches Archiv, 

October, 1933. Die Weltkonferenz in London, 1933. J. Coatman. 
Describes the features of world conditions which preceded the 
Conference, outlines its proceedings, and suggests that it has 
thrown light on the real bases of the economic nationalism of 
to-day. Die Tevdenz zur ^atiormlwirlschnfl und die internationalen 
Beziehungen. L. Broca hd. A return to free trade being at 
present out of the question, the author discusses an international 
arrangement and regulation of Protection. Okonomi^che Theorie, 
N atioimlwirtscJwift und Intermitionalismus. II. Krkt.schmar. An 
argument for a new conception of the function of the State, on 
the basis of a new direction of theory. Die Wellwirtschaftskrisis 
des Jahres 1857. H. WAtjen. The author is conc(*rncd mainly 
with conditions in America, and throws some light on their con- 
sequences in Europe. Die zolD und honddspolitischen Aus- 
wirkungen der Weltwirtschaftskrisis von 1857-59. H. Rosenbero. 
An argument on similar lines to the preceding, arising mainly out 
of the tariff policy of America and Canada. Agypten in der WelU 
wirtschdjtskrisis. C. Bresctant-Turroni. The diminution in 
the international demand for Egyptian cotton has resulted in a 
worsening of the terms of trade for Egy])t, owing to the inelas- 
ticity of the supply. Attempts are being made to make supply 
more elastic by sulistitulion of other articles for cotton. The 
Position of the Native Population in the Economic System of South 
Africa. J. F. W. Orosskopf. Die dvssere Wirtschaftspolitik 
Australiens. F. R. E. Mauldon. Examines the protectionist 
policy of Australia, as well as the non-fiscal methods of fostering 
export trade, as these unite with public borrowing for develop- 
ment, monetary policy, and immigration policy, to constitute 
external economic policy as a whole. Busslauds Gcireideausfuhr. 
B. Brutzkus. The socialisation of the land economy has rnado 
it possible to increase the assessments of grain and create a con- 
siderable export, but at the cost of want on the plains. The 
conditions (^f a sound ex])ort of grain do not at present exist in 
the U.S.vS.R. W irtschaffsstruktur und Wirtschaftsbeziehungen vlZ- 
baniens. 11. Cross. 

Zeitschrift fur Nationalokonomie. 

June, 1933. Gleichgewicht und Konjunktur. J. R. Hicks. The aim 
of this essay is to examine the role of the concept of equilibrium 
in the theory of money and the trade cycle. The Lausanne 
equilibrium can be extended to take account of the time-factor 
and changes of data. But the use of money is inconsistent with 
perfect foresight, and monetary theory must be investigated in 
close conjunction with the theory of risk. Trade cycles arise 
from inqierfect foresight and the use of money. Zicei kritische 
Bemerkungen zur Preistheorie Gustav Cassels. R. ^ . Stackel- 
BERG. Cassebs attitude to the subjective theory of value is 
examined and it is shown that with variable technical coefficients 
the Principle of Substitution is not merely a supplementary 
principle. Ricardo und die Entwickluug des BuUwndieport, I. 
E Fossati Many of Ricardo’s ideas in the High Price of Bullion 
are to be found in the works of Boyd, Thornton, Wheatley and 
King. Die Kapitahivs theorie Bohm-Bamrks. J. K. JaTNDBERo, 
No. 172.— VOL. XLiir. 
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Bohm-Bawerk is criticised for neglecting the possibility of an 
extension of the period of production by the capitalists in order 
to increase profits and lower wages. Wicksell held that this 
could only occur with a combination of capitalists, but the author 
thinks his supposition unnecessary. Theoretische und Statiatische 
Kosthirve. A. R. Swebzy. 

Zeitschrift fur die gesamte StaatswissenscJiafL 

September, 1933. Rentenprincip und Orundrentc, A. von Nav- 
RATiL. Zum Auabau der Ilochachulstatistik. P. FlaskAmper. 
Grundfragen und Erfahrungstatsachen der Dcvisenbewirtschaftung. 
R. Kerschaol. 

V ierteljahrshefte zur Konjunkturforschiuuj. 

SoNDERHEFT 34. Die Weiibewerbe der Steinkohle. 11. Reoul. 

Jahrbikher filr Naiionalokonomie und J^tutiatik. 

August, 1933. Mathernatische Beziehung zwiachen Guierinenge und 
Preis. J. Bax A. Die wirtschaftliche Amichien von Joseph v. 
Radowitz, 

September, 1933. Das A ufkonimen de^ lamlwlrlschaftlkhen Maschimn 
um die Wende des 18 und in der ersten Hdljte des 19 Jakrhunderls. 
A. Elster. 

October, 1933. Der Smn des Aussenhandels und die Ilandelssiatistik. 
J. Jastkow. 

Kyoto University Econoniic Review. 

JrLY, 1933. Progressive Taxation on the Incomes of Corporations. 
M. Kambe. Forced Loans in the Mciji Restoration. E. Honjo. 
Survey of the Distribution of the Peoples Incomes in the light of 
the Household Rate. S. Shiomt. Effects of the Operation of the 
Rice Law. Y. Yagi. On Output-curtailing in Modern Industry. 
1. Otsuka. Mar.rs Analysis of (\tpitalism and the General Equi- 
librifnn Theory of the Lausanne School. K. Suimata. 

Giornale degli Economisti. 

April, 1932.^ Pud una curia di donianda esser crescente ? Professor 
U. Ricci takes up again a problem which he liad discajssed in t he 
Giornale of August, 1904. He concludes that he wais then jiistilied 
in contending that in certain circumstances the utility curve of a 
commodity might be inclined positively in its (airly stages, but 
he modifies his former rea.soning with regard to the possibility of 
a rising demand curve. Discus.sing the theory of demand within 
the framework of the Walrasian .system of general equilibrium, 
he holds that “ the curve of increasing demand is simply a 
succession of points, each of which represents an unstable 
equilibrium,” and that therefore the true, economically valid 
curve of demand must ahvays slope downwards. Bilancie dci 
pagamenti internazionali e riser ve aurcc. V. Porri. La soppre^- 
sione ddle riparazioni e la bilancia dei debiti e dei crediti della 
Germania. A. Breglia. A convenient summary of the statistics 
of Germany’s balance of trade for the years 1924 to 1931, with 
special reference to reparation payments and the import of 

^ These 8urnmario.q of earlier issues, omitted at the time, are here inserted 

for purposes of record. 
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capital from foreign countries. Even after the suppression of 
the payment of reparations Ciermany will be compelled to export 
on a vast scale in order to make interest payments on her external 
debt, with consequences which will continue to embarrass other 
countries with large exporting industries. Ancora sulla renlta 
delV “ homo oeconomiem.'* A. Contento. 

May, 1932.^ Contributo alia detcrjninazione del cmcetto di hnposta 
generale sxd reMito. R. Furini. In the first of two articles 
dealing with the nature and cifects of a general tax on income, 
the writer concludes that a general tax on income must fidfil 
three conditions : first, there must bo a rational system of 
deductions from gross income to allow for amortisation of capital 
and insurance against risk; secondly, a general tax on income 
must always be })roportional to the total net income — i.e. levied 
at a constant rate ; thirdly, the tax must be “ real ” and not 
personal in cliaracter. Le grandi scoptrti : la ieoria del prole- 
zionismo. E. (..‘ohbino. A very vigorous destructive criticism of 
a book recently published by Professor Manoilcsco purporting to 
set out a new constructive theory of protection. Diritto tribiitario 
e diriito finanziario. A. Cutrera. 

June, 1933. Ajypunti ecotwmici sulla riduzione delle ore di lavoro. 
L. Lenti. a discussion of the economic effects of a general 
reduction in the hours of work. I contratti di comparted paziont 
in agricoltnra. M. Tofani. La dimmka della j^opolazione secondo 
Francesco Ferrara. C. Arena. 

July, 1933. liicerdie sulle flidhmzioni economiche di lunga durata. J. G. 
Kretschmann. A survey of price movements (based on wheat) 
during the sev(‘nteenth and eighteenth centuries in England and 
France shows that there is no evidence of any regular or cyclical 
fluctuations in prices in these centuries. The writer disputes 
the opposite conclusions of Jevons, Koiidraticff, Kuznets and 
Beveridge. La clausula della nazione piu favorita in alcune vicende 
storiche dci iraltati di commcrcio italiani. G. Bass.\ni. 

August, 1933. L'offerta individuale di lavoro e le sue limitazioui. 
G. Demaria. A treatment on mathematical lines of the con- 
ditions determining the individual worker's supply of labour, 
with special reference to a recent work by Professor llagnar Frish 
entitled The Measurenmd of Margifial Utility, hi tema di 
curve di domanda. B. FoA. It is contended, in answer to certain 
objections put forward by Dr. Dominedo in the Giornale for 
January 1933, that the Marshallian demand curve, no less than 
the supply curve, is logically related to a period of time rather 
than to an instantaneous moment of time. It is further argued 
that Marshall's assumption of the invariability of the marginal 
utility of money is not essential, and that there would be advan- 
tages in relating the individual's expenditure to his income. 

La Riforma Sociale. 

May-June, 1932.1 Un fattore fojidamentale delle Jluttuazioni econo- 
miche. ’ Professor G. U. Papi suggests that the trade cycle may 
be defined as “the development of a scries of errors in the 
' Theso summarios of earlier issues, omitted at tho time, are here insorted 

for purposcMi of record. _ ^ 
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supply of the product, at first taking the form of scarcity and 
subsequently of excess, set in motion by a favourable change in 
productive technique.” Such errors give rise to important dis- 
crepancies between the costs and receipts of the business com- 
munity and so prodiice fluctuations which would occur even in 
the absence of any element of monetary or credit instability. 
II costo delh burocrazia dello Stato. F. A. Kepaci. Piani. 
Professou L. Einaudi seeks to damp the ardour of the protagonists 
of a “ planned ” economy, by pointing out some of the many 
difficulties and dangers likely to be encountered, possibile la 
riduzione autonoma della Uinffa doganah ? G. Carano-Donvito. 
A criticism of the proposition that the reduction of the tariffs of 
a country should necessarily be conditional on and subordinate 
to a reduction in the tariff duties of other countries with which it 
has commercial relations. 

Jui^y-Aucust, 1933. Sul moto ciclico. A. Breglia. A discussion 
of the ])art ])layed by loans at a fixed rate of interest, or repayable 
in a fixed sum of money, in increasing the violenee of cyclical 
fluctuations. Del ''Brain Trust" e di altri guai della crisi. 
Professor A. Cabtati castigates those responsible for the present 
economic and monetary policy of the United States on the ground 
of their ignorance of fundamental economic truths. Nnovi 
vagabondaggi intorm alia crisi. Professor L. Einaudi continues 
his interesting and instructive commentajy upon the causes and 
charactcrislics of the world crisis. Gli indlci dci prezzi di borsa 
in Italia. li. Lenti. 


De Economist. 

February, 1033. PaMwetgermg : Kort overzickl van eenige moderne 
wijzighigen in de Pachlwetgeclng van vcrschillende Europeesche 
Innden. I. J. P. van Aartsen. A discussion of the landloid 
and tenant system in Europe*. The tenant system is of greater 
importance in Holland than elscwliere; aftcu* Great Britain, 
Holland shows ])roportior.ately the larg(*st number of tenants. 
In England and Scotland this is the result of inalienable possession 
of land by the nobility; in Holland, since the fifteenth century, 
rich merchants have turned to the possession of land. TIk^ 
advantages of the landlord-and-tenant system are rliscussed : in 
bad times such a system gives grcalcr (elasticity; it also gives an 
opening to competent cidtivators who could not afford to bu}' 
their (jwn land. On the wiiole, the landlord-and-lcmant system 
is preferable to possession. In many res[)ccts it represents a 
very ha])py relationship between those in possession of capital 
who do not, and less fortunately placed people who do, command 
labour-power and skill. On broad lines the influence of Roman 
Law is discussed. The social importance to the nation of jiros- 
fw'rous j)casants and tenants is a factor in modifying the contrac t 
in a direction favourabh^ to the tenant. (Autain respects in 
which safeguards have been necessary are indicated, e.g. the 
(piestion of renewing a lease, the jiroblem of improvements, 
unfoieseen circumstances (“ acts of (lod ”), and fixity of rent. 
The present instalment furtluT contains a fairly detailed history 
of the land question in Ireland, Scotland and in England and 
Wales; it also deals with Finland and the Baltic States. 
Bcheerschiny der Conjunctuur. 1. 1. Cransberg. Suggests that 
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Ricardo’s denial of the possibility of a f^eneral glut is of more 
importance for the construction of a Conjunctur-theory than 
many modern contributions to the subject. The article is con- 
cerned with the “ Law of the Cost of Production ” and the 
Quantity Theory ; also with the creation of money by the com- 
mercial banks, and the reaction of this on prices, the concluding 
section of this instalment discusses the long period rise and fall 
of prices in the nineteenth century. Winstdeeling en Bedrijfs- 
medebezit. M. C. M. dm Groot. An ciuswer to the seven points 
of criticism l)rought by Professor Bordewijk against profit-sharing 
schemes. 

March, 1933. Oni de toprekeningshcr. E. vanf Porv. A general 
review of the two works of Dr. W. L. Valk : “ The Theoretical- 
Economic System of Gustav Cassel ” and “ The Principles of 
Wages.” Pachiivetgeving, etc. II. J. P. van Aartsen. This 
further instalment discusses legislation with rcganl to land tenure 
under “ Changes in the Code Civil ” (France, Ih'lgium, Spain, 
Italy), and also gives an account of Ihe position in Germany. 
BeheerscMng de.r ConjunctH ur. II. I. Chansukro. 'riiis instal- 
ment deals with the short-period waves (the cycle) ; and in 
particular with the crisis of 1929. 

APEHi, 1933. Coordinaiie van hat Verkecrsivezen. F. de Vries. 
There is a double crisis in the transport industry, due to (i) the 
general malaise of a fall in prices ; and (ii) the rapid development 
of the means of transport. The question arises what policy 
shouhl be adopted. It is not permissible to argue that it should 
be left to com])elition, since competition in the sense proposed 
does not in fact exist in transport, and, moreover, competition 
elsewhere has not settled such questions. Transport indeed has 
never been uncontrolled. The revolutionary nature of tlu^ 
changes in transport a centurv ago made it impossible for authority 
to stand aside. Railways were not put on the same footing as 
other industries, but were made serviceable to the furtherance 
of the general good. Examples of such control are given (<?.</. 
freight charges); so also other burdens were placed on the Rail- 
ways (c.g. conveyance of mails). At the same time, they were 
expected to meet their expenses out of their revenue. Every- 
where, sooner or later, co-ordination has taken the place of com- 
IX'tition. In the present century a new competition lias sprung 
up with canals, motor tran.sport and aircraft. Restrictions, how- 
ever, remain imposed on railways only. I’herc is need for considera- 
tion of a general policy. The ])rinciplcs which should serve as 
foundation for transport policy are (i) regard for the general 
interest ; and (ii) costs shouUl be covered by revenue. Costs of 
transport are part of the costs of production, and there is no 
reason wJiy tJiis particular item in the cost of production should 
be treated difTereiitly from any oilier. Other general questions 
of transport policy are discussed. The new conipotitioii is not 
competition on a basis of equality. The result of the present 
position is surplus of transport capacity , waste of capital, etc. 
Conditions of competition must be equalised, but there must be 
no attempt to protect the old against the new, nor consideration 
of vested interests. The principles outlined are applied to the 
case of motor-transport, canals, and to the proMem of regulation 
of competition. Pachtevetgevvig, etc. III. d. P. van Aartsen. 
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Continues the account of the legal position with regard to land 
tenure in Austria, Czecho-SIovakia, Switzerland and Sweden. 
The article concludes with recommendations for changes in the 
Law in Holland. The matters dealt with are : compensation for 
improvements, security of tenure and remission of rent in certain 
cases. Beheersching der Conjunctuur, III. I. Cransbbrg. In 
this concluding section the author discusses the question of 
control both for the long waves and for the cycle. Four con- 
ditions are enumerated : (i) in considering control it is necessary 
to distinguish long and short waves, as their characteristics and 
causes are different; (ii) proposals must embrace the whole 
capitalistic sphere of the economic life of the world; (iii) there 
should be no breach with gold as the international method of 
calculation; (iv) regulation should as far as possible fit in with 
existing laws relating to l)anking. Proposals are discussed under 
the two headings of the long and the short period. 

May, 1933. Over den vermogenimsiaml des lands en de noodzakelijk- 
heid van universeel schild-vermindering. Emile Verviers. This 
article contains the substance of an address directed to the Queen 
of Holland on 24th October, 1932, “ writeii in the apparently 
idle hope of convincing the responsible authorities of the serious 
economic condition of the land.” It is ])rimarily devoted to 
underlining the extent of the indebtedness of the country. It 
is estimated tliat the indebtedness is 130 ])er (‘ent. of the national 
resources; the average wealth is 75 per cent, of what it was in 
1913, and it is prophesied that the level of welfare will sink to a 
Jialf of the 1913 level. The two factors in ])rolonging the depres- 
sion are (i) indebtedness and (ii) wages. Four methods of dealing 
with the pressure of debts are discussed at (‘onsiderable length. 
Three of these, for various reasons, are regarded as ineffeetivt*, 
impracticable or inadequate. They are : (i) raising the price 
level; (ii) depreciation of the currency; (iii) a])i)!ication of the 
JJutch law of bankruptcy. The fourth and only possible way is 
by sp(*cial emergency legislation. The j)roposal put forward is 
that all debts in existence on 31st December, 1929, and all debts 
contracted in 1930 and 1931 should be automatically reduced by 
a ceitain percentage (4 ])er cent, is suggested) on the last day of 
each year for a limited number of years. The consequences of 
this proposal arc discussed. The article is supported by an exten- 
sive series of explanatory notes. Kapitaal en Arbeid inde Vereen- 
igde Staten. B. Landheer. A general review of the relations 
between Capital and Labour in the United States of America. 
Employers lay increasing emphasis on the care of tlic workers, 
partly in a desire to prevent the rise of Trade Unions. Viirious 
methods of interesting the workers in the firm are indicated. 
The State plays only a small j)art in industrial and social relations. 
Tendencies are illustrated by a mon* detailed discussion of the 
Western Electric Company, Hawthorne, Chicago. 

Ekonomisk Tidskrift. 

1933, No. 2. On the Problem of the Exposition of Monetary Theory. 
Bertil Ohlin. The author attempts to construct a simple and 
more practical apparatus than that of neo-Wicksellian theory. 
It is necessary to clarify the ambiguities in current definitions of 
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income, saving, and investment before we can apply statistical 
data. The description given by Wicksell, Lindahl and Hayek 
of the cumulative process is based on the assumption of a spontane- 
ous lowering of the rate of interest and of the stickiness of wages 
and the demand for consumption-goods ; but a rise in prices need 
not necessarily involve an increase in the demand for and relative 
price of production -goods. The relevance of the Austrian theory 
of capital and of the time-structure of prices to monetary theory 
is stressed, for the exchange structure and time-sequence of prices 
is at the core of monetary problems. Finally, the neo-Wick- 
sellian account of the equilibrium rate of interest and price-forma- 
tion is stated to be static and inadequate. 

No. 3. The Swedish RiJeshanh's Consumption Price-Index. Frik 
Lindahl. Since September 1931 the official Swedish policy has 
been to keep the kroner’s internal purchasing power more or less 
stable. The article describes in detail the statistical material 
used by the Riksbank for compiling its price-level of consumption 
goods and services and of the deviations from stability permitted, 
and discusses the price developments of 1931-2 with particular 
reference to the influence of the depreciation of the kroner on 
Swedish retail prices. 
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